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TREASURY AND POST OFFICE APPROPRIATIONS 
FOR 1954 


TUESDAY, APRIL 7, 1953 


Unrrep Strates SENATE, 
SUBCOMMITTER OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 

The subcommittee met at 2 p. m., pursuant to call, in room F-82, 
the Capitol, Hon. Joseph R. McCarthy (chairman of the subcom- 
mittee) presiding. 

Present: Senators McCarthy, Bridges, Cordon, Smith of Maine, 
Dirksen, Maybank, McClellan, and Robertson. 


TREASURY DEPARTMENT 
OFFICE OF THE SECRETARY 


STATEMENTS OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY; MARION B. FOLSOM, UNDER SECRETARY OF THE 
TREASURY; W. RANDOLPH BURGESS, DEPUTY TO THE SECRE- 
TARY, TREASURY DEPARTMENT; H. CHAPMAN ROSE, ASSISTANT 
SECRETARY, TREASURY DEPARTMENT; EDWARD F. BARTELT, 
FISCAL ASSISTANT SECRETARY, TREASURY DEPARTMENT; 
WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRE- 
TARY, TREASURY DEPARTMENT; ELBERT P. TUTTLE, GENERAL 
COUNSEL, TREASURY DEPARTMENT; T. COLEMAN ANDREWS, 
COMMISSIONER OF INTERNAL REVENUE; AND W. L. JOHNSON, 
BUDGET OFFICER 


PREPARED STATEMENT 


Senator McCarruy. The subcommittee will be in order. 

The first witness will be Secretary Humphrey. 

Mr. Secretary, we are glad to welcome you. I understand you have 
a prepared statement. 

Secretary Humrnrey. I have a statement that has been handed to 
you. I think probably, if it is agreeable to you, the fastest way to 
proceed would be for me to read the statement. 

Senator McCarrnuy. Very well. 

Secretary Humpurey. I think that will expedite things. 

Senator McCarrny. Before you start, I think perhaps we should 
make a note of the fact that Mr. Humphrey has cut $50,883,000 from 
the budget as submitted by the old administration. Is that correct? 
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Secretary Humpurey. That is right. 

Senator McCarruy. We should congratulate you. 

You may proceed. 

Secretary Humpnrey. Mr. Chairman and members of the Treasury 
Subcommittee on Appropriations, I thank the members of the sub- 
committee for the opportunity to appear here today on the Treasury 
Department’s appropriation request for fiscal year 1954. Inasmuc sh 
as this is my first appearance before your committee, I must add that 
I welcome the opportunity of working with you in the common in- 
terest of all of us. 

In his state of the Union message on February 2, President Ejisen- 
hower referred to the 
inescapable need for economic health and strength if we are to maintain ade- 
quate military power and exert influential leadership for peace in the world. 


OBJECTIVES 


The President specified that we must have a fiscal and economic 
policy which could, among other things, reduce the planned deficits 
and then balance the budget ; meet the huge costs of our defense ; prop- 
erly handle the burden of our inheritance of debt and obligations; 
check the menace of inflation; work toward the earliest possible tax 
reduction and encourage the initiative of our citizens. Our effort in 
the Treasury Department is to make progress toward those objectives. 

It is our purpose in the Treasury to help provide the proper eco- 
nomic climate in America. The fiscal policy is very important in 
determining that climate which is intangible but has a direct effect 
upon the lives of each of us every day. It is our purpose to establish 
and maintain such fiscal policies as will permit America to continue 
to grow and reach even higher standards of living for all its people. 

What I have said means about nine things: 

That we will have a sound and stable dollar, not one of declining 
value. 

That we do not spend more than we earn. 

That we pay a little down on our debts from time to time instead 
of rapidly borrowing more. 

That we keep our credit good by properly managing the debts 
we already have. 

That slowly but surely and definitely we reduce the too-heavy 
burden of taxes which, buried in the cost of everything that we buy are 
stifling initiative and increasing the cost of living. 

That we maintain free markets in which the great American con- 
sumer can buy what he needs when he wants it and choose for himself 
what he will buy at prices he is willing to pay. 

That producers are free to strive to _ produce more, better, and 
c heaper goods to compete for the consumer’s favor in buying their par- 
tee products in competition with everything else. 

That we protect the savings of the old, their insurance, and their 
oaniaan 

9. And, above all, that we preserve for the young the great symbol 
of America, the opportunity to advance and improve themselves to the 
limit of their own abilities and their own hard work and endeavors. 

This is the objective of the long-range planning of the Treasury 
team, and it is to this task that the Treasury team will devote its full 
strength and all of its time and energies. 
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BALANCED BUDGET ESSENTIAL 


As has been said by President Eisenhower, a balanced budget is an 
essential first step in checking further depreciation in buying power 
of the dollar. 

The President also pointed out that reduction of taxes will be 
justified only as we show that we can succeed in bringing the budget 
under control. As the budget is balanced and inflation checked, the 
tax burden of today that stifles initiative can then be eased. 


REVIEW OF TAX STRUCTURE 


In furtherance of the program laid down by President Eisenhower, 
the Treasury is now making a complete review of the tax structure. 
It seems obvious that we must develop a system of taxation which 
will allow the greatest growth of our Nation. This will call for re- 
adjustments in present taxes, removal of inequities, and simplification 
of our tax laws and regulations. 

There are three other basic principles which are guiding the plans 
of the Treasury Department as an arm of the administration. As our 
economy is a sensitive mechanism we must be cautious about hasty 
action. 

As President Eisenhower put it: 

Our goals can be clear. Our start toward them can be immediate—but action 
must be gradual. 

In the second place, we feel too great a part of the national debt 
comes due in too short a time. The Treasury Department has already 
undertaken a program of extending part of this debt over longer 
periods and gradually placing greater amounts in the hands of longer 
term investors. 

In the third place, we recognize that differences in policy between 
the Treasury and the Federal Reserve Board in the past have en- 
couraged inflation. 

Senator McCartnuy. I think some of the Senators, from time to time, 
may want to ask questions as you proceed. 


PROJECTED DATE FOR BUDGET SUBMISSION 


Senator Maypank. I would like to interrupt here. 

I understood in reviewing this budget last week before the sub- 
committee of which Senator Cordon and myself are members in con- 
nection with the atomic energy appropriations, that it would be May 

18 before the budget would be res idy. Is that right? 

Secretary Humpurey. You mean before all of the total? 

Senator Maysank. Before the requested appropriations for atomic 
energy would be in it t eaehd be May 18. 

I merely wanted to state I thought that was a good thing in keeping 
with what you said because nobody can do anything i ina big hurry. I 
mean in regard to appropriations for next year. Is that “right ¢ 

Secretary Humpurey. I think your idea is right. I am not sure the 
18th is the right day. 

Senator MayBank. They told me that it was May 18. 

Secretary Humpnrey. I thought it was earlier than that. I am sure 
you cannot do things in a minute. 
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Senator Mayspank. Your statement says: 


Our economy is a sensitive mechanism and we must be cautious about hasty 
action. 

Senator McCarruy. I think Secretary Humphrey had nothing to 
do with atomic energy. 

Senator Mayank. I did not suggest that Whatever is done is 
going to have to be done through the Treasury Department and what- 
ever bonds have to be financed and whatever taxes are collected, the 
Secretary has to collect them. 

I wanted to know if you thought that would be the right day, 
May 18. 

Secretary Humpnrey. I had thought that they would try for a 
little earlier date than that, but it may be they have a special request 
to come in a little later than the rest. I think the rest of them are 
shooting for an earlier date. 

Senator Maypanx. I was thinking about the Army and the Navy. 
That is where the real money is. 

Secretary Humpnrey. That is where the big money is. 

Senator Maypank. I say that respectfully and commendably, “ 
hasty action.” 

Secretary Humrpnrey. The Treasury is now working with the Fed- 
eral Reserve Board with a single purpose: to serve the whole Nation 
by policies designed to stabilize the economy and encourage individual 
initiative. 

This, in general, is the broad basis upon which we at the Treasury 
are now working to further the objectives of the new administration. 


ESTIMATED APPROPRIATION REQUIREMENTS 


At this point I should like to present to you, and with your per- 
mission have inserted in the record, a summary table showing the 
Treasury’s estimated appropriation requirements for 1954 fiscal year. 

(The material referred to follows:) 
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Annual appropriations for Treasury Department for 1958 and revised estimated 
requirements for 1954 
{Millions of dollars] 


Increase 


1953 appro- 1954 revised \ 
Description rv ; : (+-) or de- 
priations estimate crease (—) 
A. Regular annua! appropriations for operating the Treasury: 
(1) Collecting the revenue: 
Bureau of Internal Revenue..-.--. ied vei 270. 0 266. 0 —4.0 
Bureau of Customs eth ye 41.0 40. 5 -—- 
(2) Fiseal service: | | 
Bureau of Accounts oe oathate 14.2 2.9 —1.3 
Bureau of the Public Debt. ; 51.0 51.0 és 
Office of Treasurer, United States , 21.1 18.8 | -2.3 
(3) Coin: Bureau of the Mint . 4.8 4.7 -.1 
(4) Other Bureaus 
1, S. Coast Guard nse 243.7 211.9 —31.8 
a au of Narcotics ‘ 2.8 2.8 . 
U.S. Secret Service ; 3.9 3.5 | 4 
(5) Administrative Offices of the Secretary 2.6 | 2.4 —.2 
Subtotal, regular annual appropriations for | | 
operating the Treasury.........- ical 655. 0 | 614. 4 | —40.6 
B. Permanent appropriations | 
(1) Interest on the public debt ‘ | 6, 450. 0 6, 350.0 | —100.0 
(2) Public debt retirements payable from ordinary | 
receipts and other statutory requirements 620. 1 620. 3 +.2 
(3) Refund of moneys erroneously received and cov- | } 
ered 2.0 2.0 
(4) Interest on uninvested trust funds 4.7 4.9 +.2 
(5) Refunds and drawbacks, customs 20.0 20.0 
(6) Refunding internal revenue collections 2, 543.0 2, 593. 0 +50. 0 
(7) Contributions for annuity benefits, White House 
Police and Secret Service forces ] 1 
Subtotal, permanent appropriations. -- ‘ 9, 639. 9 9, 590.3 49.6 
©. Total, general and special accounts... 10, 204.9 | 10, 204.7 90. 2 
D. Trust accounts 5, 995. 0 6, 382.3 +387.3 
E Grand total ot seek! 16, 289. 9 16, 587.0 +297. 1 


Secretary Humpurey. The 1954. estionnten ochetel: on the above 
table are not those you have before you which were prepared and sub- 
mitted by the outgoing administration. 


NEW POLICIES OF DIRECTOR OF THE BUDGET 


As you probably know, the Director of the Bureau of the Budget, 
on February 3, 1953, addressed a letter to all departments and agencies 
directing a review of the 1954 budget with a view to reducing budget- 
ary obligational authority, reducing the level of expenditures, critic- 
ally examining existing programs, restraining commitments on new 
programs, and ge nerally driving for greater efficiency and reduced 
costs. For these purposes new budget ‘polici ies and criteria were laid 
down. The Treasury Department, like other departments, conducted 
a careful reexamination of its 1954 budget estimates in line with these 
new policies. The estimates for the fiscal year 1954 set out in the 
foregoing table have been adjusted to reflect reductions imposed as a 
result of this reexamination. 


ESTIMATED TOTAL REQUIREMENTS 


As you will see from this table, the total estimates for the Treasury 
Department for the fiscal year 1954 amount to $16,587,000,000. Most 
of this sum, as you are aware, represents appropriations for expendi- 
tures which are determined in amount by statutory and other obliga- 
tions with respect to which the Treasury has no administrative con- 
trol. For the fiscal year 1954 these estimates total $15,973,000,000, 
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or 96 percent of the total require - nts. Thev include such substantial 
sums as interest on the public debt. $¢ 5 250).000.000 + transfers to Gov 
ernment ont funds, $ 8,382.300,000: and refunds of taxes and cus 
toms duties amounting to $2.613.000.000. 


FIXED OBLIGATIONS 


I want to call your attention to that; that 96 percent of the total 
are fixed obligations. 

The appropriations over which T shall have direct administrative 
jurisdiction are grouped in the first part of the table, and the esti 
mates for them for the fiscal year 1954 amount to $614,445,000. You 
will see two lines about halfway down the preceding page of figures. 
The figures below those lines are the figures that we do not have any 
control over, and the figures above those lines are the figures that we 
do have some control over. 

Senator Mayrankx. If I might add this, the biggest reduction is 
in the Coast Guard. 

Secretary Humenrey. That is right. 

Senator Mayranx. I do not know what we are going to have to 
contend with in the Department of Defense and the Atomic Energy 
Commission, but the Coast Guard in time of war, as you know, was 
a part of the Navy. 

Secretary Humpnrey. That is right. We will go back and run over 
those in just a minute. 


INTERNAL REVENUE AND CUSTOMS 


This represents a reduction of $50,883,000 under the estimates sub- 
mitted to you by the former administration. These figures show a 
Departmentwide reduction of 7.6 percent and a reduction of approxi- 
mately 12.2 percent when the revenue-producing Bureaus of Internal 
Revenue and Customs are excluded. Less than average cuts are recom- 
mended for these two Bureaus. I believe that any substantial decrease 
in the funds for these two Bureaus would probably result in an actual 
loss of revenue. Internal Revenue figures show that it costs but 42 
cents for each $100 collected in Federal taxes. Under its new adminis- 
tration, every effort is being made to operate the Bureau of Internal 
Revenue under the most efficient standards, but I feel that any further 
reduction in the amount requested would probably jeopardize ( rovern- 
ment income in an amount much greater than any saving in expenses, 
because of reduced examining staffs. 

It should also be noted that the request for the Bureau of Narcotics 
has not been reduced, due to the Treasury’s concern for the maximum 
vigilance in the troublesome field of the illegal use of narcotics. 


TABLE OF REVISED ESTIMATES 


I also have available a statement which compares the revised esti- 
mates as set out herein with the original submission you have before 
you by individual appropriation items which you may wish to insert 
in the record. The details with respect to the application of the reduc- 
tions encompassed by these revisions can be considered in connection 
with the review of each appropriation estimate as the several Bureau 
heads appear before you during the course of the hearings. 

(The information referred to follows:) 
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NEW TREASURY OFFICIALS 


{ should like at this time to tell you a little of some of the top 
officials who have come into the Treasury in the new administration. 

Mr. Marion Folsom, the new Under Secretary, was, as you no doubt 
know, treasurer of the Eastman Kodak Co. and has spent his business 
life with that firm. He also was a founder of the Committee for Eco- 
nomic Development and since 1950 had been chairman of its board 
of trustees. In addition, he has held various Government advisory 
VOStS. 

Mr. Randolph Burgess, who is my Deputy, is well known to you as 
recent chairman of the executive committee of the National C ity Bank 
of New York, as well as for the various top- level positions he has held 
with the Federal Reserve System. He is a recognized authority on 
money policy and debt management. 

Mr. H. Chapman Rose, now an Assistant Secretary of the Treasury, 
has been a close associate of mine as counsel for the M. A. Hanna Co. 
During the war he held various Army staff jobs, and in 1946 was 
Director of the Office of Contract Settlement. 

Mr. Elbert P. Tuttle, the new General Counsel, who had a dis- 
tinguished Army career in the last war, comes to the Treasury with 
a background of 30 years’ experience in the practice of law in Atlanta 
and W: ashington as a partner in the firm of Sutherland, Tuttle & 
Brennan. 

Mr. T. Coleman Andrews, who has been appointed to the important 
post of Commissioner of Internal Revenue, holds exceptional quali- 
fications for his new duties. He was senior partner of the well-known 
firm of certified public accountants which bore his name, as well as 
of the actuarial and pension specialists firm of Bowles, Andrews & 
Towne. In addition to his private experience, he headed the study 
group on accounting and auditing for the Hoover Commission on 
Government Reorganization, and served as the first Director of the 
Corporation Audit Division of the General Accounting Office. 

I appreciate the opportunity to meet with the members of your 
committee. My staff and I will be at your service during your appro- 
priation deliberations, and we shall welcome at any time individual or 
committee suggestions which you may have for improving the opera- 
tional efficiency of the Treasury Department. It is my hope, as I 
know it is yours, that we shall be able to work together in closest 
cooperation to attain our common objective of giving the American 
people efficient and economical Government administration. 

I would ask that the Statement of Revised Budget Estimates for 
Fiscal Year 1954 be inserted in the record. 

Senator McCartuy. That has been inserted in the record. 


CUTS IN APPROPRIATION ITEMS 


Secretary Humrnrey. You want to glance back to the page of tables. 
On the first one that was mentioned, you will see the amounts of the 
1953 appropriations, the 1954 revised estimates, and the minuses after 
the particular items which show a total reduction of $40.6 million. 
Just glancing through those quickly, the first is the Bureau of In- 
ternal Revenue and Bureau of Customs which are down $4.5 million. 
Then there is the Fiscal Service, the Bureau of Accounts, the Bureau 
of the Public Debt, the Office of the Treasurer, which have been re- 
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duced in total by $3.6 million. The Bureau of the Public Debt is 
$51 million and is not down at all. I will just take a minute to explain 
that. 


STUDIES REGARDING $25 SAVINGS BOND 


One of the suggestions that has been made to us and one of our very, 
very heavy expenditures is looking after the $25 savings bonds. That, 
as you know, is not a bearer bond; it is a registered bond. If you lose 
it, it is not negotiable and does not pass just by delivery. It is an 
extremely costly thing to keep those $25 bonds registered and to keep 
track of them because of the detail work that has to be done. We are 
having a lot of studies made to attempt to get some sort of a simpli- 
fied basis for doing that work. It is a tremendous job. Of course, the 
easy thing to do, if you want to save money, is to abolish the $25 bond 
and start with a $50 bond. We discarded that theor y right off the bat 
because we felt that the people we want to reach are people that cannot 
start with anything but a $25 bond. We want to start savings and 
spread these savings just as far as they can possibly be spread. 

If you tell a man that he cannot buy anything else but a $50 bond, 
you are not going to get as many people to buy bonds as you would 
if you were selling $25 bonds. 

Senator McCarruy. Why would it not be a good idea to make it 
a bearer bond ¢ 

Secretary Humpenrey. We are afraid it is like a $25 bill. The man 
loses it and it is gone. One of the things that appeal to people is 
that it is not just like losing a piece of money, that you do not lose it, 
but you can have it back and you have protection. 


COST OF HANDLING $25 BOND 


Senator McCarrnuy. What does that cost in handling on the books? 

Secretary Humenrey. Mr. Bartelt can give those figures. The total 
cost here is about $51 million. 

Mr, Burcess. You would save about $6 million if you eliminated 
the $25 bond. 

Senator McCartuy. What if you made the $25 bond a bearer bond ? 
Would that save you around $6 million? 

Mr. Burcess. It is hard to say. I do not think so. You still have 
costs, the issuing costs and the redemption costs. You would save the 
cost of registration. 

My guess is it might be $2 million. 

Mr. Barrevt. I think the saving would run close to $6 million, if 
the $25 registered bond should be discontinued entirely and about 
$2 million if it should be replaced by a $25 bearer bond. 

Secretary Humpurey. You get rid of almost all of your work if 
you make it a bearer bond. We do not want to recommend that to 
you people. We want to first exhaust every possibility of doing some- 
thing to simplify the procedures. Perhaps we cannot give them full 
protection, but we would like to offer as much protection as possible 
and still reduce the terrific cost on the number of people involved in 
keeping track of it. 

Chairman Brincgs. As Senator McCarthy will agree, one of the sug- 
gestions we have received from time to time is that small denom- 
ination bonds be made out in the name of the purchaser with identifica- 
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tion required when the bond is cashed. That would result in eliminat- 
ing the registration in the Washington office; or it might possibly 
mean a partial registration. 

Secretary Humeurey. It is that sort of thing we are studying. It 
may be that there may be some way that we can take a little risk of 
perhaps losing a little and still save by reducing the expense a good 
deal more than we would lose with the turnover. We are not ready 
to talk about that, however, as it is in the course of study. 


STATE DIRECTORS 


Chairman Briners. I would like to ask one other question. Are your 
plans now formulated to eliminate the salaried director of savings 
bonds in the various States? 

Secretary Humeurey. No, sir. The salaried directors are being 
continued in the State organizations very much in the same way as 
they were in the past. We have hired them in the past. We have gone 
all through that very carefully. We are making a revision in regard 
to some of the people involved. We have rated the people. We have 
gone through the different divisions, rated the people as to ability and 
performance, and as to what they are doing. We have them checked 
very closely. There are a number who are veterans. We are making 
some changes in the organization, but we are going to continue the 
general basic organization about the same way as we have had it in the 
past. 

Chairman Brinces. On the theory of the necessity of having an or- 
ganization that is permanent? 


SALES OF BONDS EXCERD REDEMPTION 


Secretary Humpurey. That can follow up and can make these sales. 
Our sales of these bonds are running ahead now for the last 3 or 4 
months, well ahead of redemption. We are getting more bonds out, 
making sales very advantageously. We made some studies about 
having just a couple of high-powered teams and sending them around 
the country. We find they can somewhat reduce the outside organ- 
izations and supplement them with some high-powered teams that will 
help to put on campaigns. But, by and large, it takes follow-up work. 

The professional people are really very few. The greater bulk of 
this work is done by volunteer service. 

Chairman Brinczs. But were you not for a while considering doing 
away with the salaried personne] 2 

Secretary Humpnrey. Yes. We felt for a while that we might get 
rid of them and do it by sending teams around. After studying that, 
we decided you would get a great buildup when you sent a team and 
then it would die away. Your volunteer help would not have anyone 
to turn to, to keep them going, and we would not get as good results as 
we would by keeping some permanent people for the volunteer help 
to turn to. 

BUREAU OF THE MINT 


If you go to the next item on the table, the Bureau of the Mint, that 
is a small reduction, although I will say Mr. Dodge said there is no 
such thing as a small reduction. They are all reductions. I agree 
with him. 
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COAST GUARD 


If you go to section 4, tle biggest reduction there is in the Coast 
Guard. What we would like to do, if it meets with your approval, 
Mr. Chairman, is, after running through this in a very brief way, 
have the people in charge of the various bureaus appear before your 
committee. Ihave to meet Chancellor Adenauer at 3 o’clock, so I must 
leave you. I think the effective way of handling it is to let you ask 
questions of those people as often as you want, take the people who 
are in charge of these p: urtic ular things and let them present their own 
stories with respect to each of these items. 

In general, before leaving I will say with respect to the Coast Guard, 
Assistant Secretary Rose is in charge of that. That is a reduction. 
There are three particular kinds of items that I would like to mention 
to you because there are some controversies over some of them. 

Senator Maynank. Iam certain of that, Mr. Secretary, on the other 
side as well as this side. 

Secretary Humpnrey. This may be from a new quarter. 

We have this one situation that we are testing. I do not know the 
answer. We felt that it ought to be tested out. The Navy has the right 
to request the Coast Guard to take certain action. It is action that is for 
the benefit of the Navy. 

Senator Maynank. Do you pay? 

Secretary Humpnurey. Up to date it is at the expense of the Coast 
Guard. It is our feeling that whoever orders something should pick 
up the check. We are perfectly wilting, and we have told the Navy, 
to pass these checks back and eliminate them from our appropriation. 
If the Navy wants the particular jobs done, the Coast Guard will be 
very glad to do them, but it will be at the expense of the Navy. How 
that will work out remains to be seen. That is one group of these items 


THE COAST GUARD AND THE VOICE OF AMERICA 


Senator McCarruy. It seemed to be the orderly procedure in our 
investigation of the Voice of America to check these things, and we 
found that. the Coast Guard has been taking over some of the fune- 
tions of the Voice at the request of the Voice. It is a completely 
hidden appropriation, 

Secretary Humrenurey. You have no check on a man’s desires when 
he hasn’t any bill to pay. So it is wrong in principle. 


DEGREE OF PREPAREDNESS 


A second item has to do with the degree of preparedness. That is 
the subject that will be gone into, and you can go into it with members 
of the Coast Guard who will be here. © We felt that the degree of pre- 
paredness we have outlined here is sufficient, and it will make a little 
saving over what was previously estimated. 

Senator Roserrson. I would like to ask the Secretary a question. 
Who is going to make the final decision on this overall degree of pre- 
paredness ? 








12 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


Secretary Humrurey. I presume that the final decision with respect 
to the overall degree of preparedness will come from the Security 
Council and the Pres'dent, and that they will determine the general 
degree. 

Senator Roserrson. I read in the paper this morning that the Air 
Force and the Army were complaining about certain “reductions in 
force, and the Secretary of Defense had ordered it, and they said they 
were going to appe al to the President. 

I was wondering who is going to make the final decision on this 
and to whom the Congress should look in the final analysis for respon- 
sibility for defense and whose words we should take on how much 
we should spend on the program. 

Secretary Humpnrey. Senator, that is a proper question. I think 
under the law the Security Council gives advice on which the Presi- 
dent, the Commander in Chief of the Armed Forces, relies, and it 
should be the final word to be presented to Congress. Of course, 
Congress is the final word on all subjects. That is the channel through 
which it should come and that should be the judgment you should 
have before you to make up your own minds. 

Senator Roserrson. Of course, we read a lot about how to balance 
the budget and take a tax cut at the same time, but I have not found 
any way to even balance the budget unless you take about $4 billion 
off the spending program for defense. You will have to take that off 
that section of our Government spending. 

Secretary Humpurey. That is right. 

Senator Rorerrson. The final decision on what kind of defense 
we need and that which we are going to try to provide will become 
critical and ought to be made at top level. 


VITAL ISSUE 


Secretary Humpnrry. It is a very top-level job. Just to digress a 
minute, because I think you have hit on the very me: it in the coconut 
here, the whole business, the toughest job this administration and this 
Congress has to do for America ‘today by all odds is the job of trying 
to reach that very delicate balance between protecting ourselves from 
outside forces and at the same time saving ourselves from interior 
disintegration. 

What we are trying to do, as I see it—and I have said this before once 
or twice and I think it is the vital issue of this whole business we are 
all responsible for—you and the administration, all of us, the great 
thing that must be done for America today is to protect our way of 
life. We are trying to protect the American way of life. It is threat- 
ened from outside aggression, from communistic influences; it can be 
destroyed just as readily from the inside if we here overspend our- 
selves, if we badly manage our finances, if we upset our methods of 
living and our methods of dealing with each other. You have then 
destroyed our way of life. It will be just as effective a destruction, 
in fact I’m not sure that it will not be total—it has been said many 
times that Stalin’s whole program was to have us destroy ourselves; 
that he was not going to do it, but all he had to do was keep the 
pressure on and we would destroy ourselves. 

I have been particularly impressed with that since I have been in 
Washington, more so than before, and particularly within the last 
few weeks. 
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STRAIN ON FOREIGN ECONOMIES 


We have had the English, the Germans, the French, and the Bel- 
gians all straining to do more than they can afford to do. They are 
all straining their internal economies. They have got an unbalanced 
budget and ‘they have debts. They are hard up. 

Think about that. It is terrific. Nobody knows just what debt 
this country can carry, but I can tell you now that America has not 
got unlimited credit. Nobody has unlimited credit. 

I do not know how much more there is of it and nobody knows. 
Credit is one of those things that when you have it, you have got more 
than you need; and when you have not got it, you have not got any at 
all. 


AMERICAN CREDIT 


Just how much credit America has I do not know, but I know a, 
and I am sure you all do, too: That in the event of another war, 
in the event of another great emergency you have not got as aio, 
credit if you owe $260 billion as you have if you do not owe anything. 

Where the lines are and how far you can go, nobody knows. Nobody 
likes to reduce expenses. Because the only experience I have had has 
been in business, I have to relate everything I have any connection 
with to business. 


CHAMBER OF COMMERCE RECOMMENDATION 


Senator Ropertrson. I see where the chamber of commerce issued 
an article last Tuesday which called for a cut in domestic spending of 
$2,600,000,000. 

Secretary Humpurey. I did not see it. 

Senator Rozertson. That is what they want to cut. How much 
did you recommend we cut your budget ? 

Secretary Humrurey. About $50 million. 

Senator Ropertson. What is the percentage ? 

Secretary Humpnrey. Twelve and two-tenths percent, excluding 
revenue and customs. If everybody does what we have done, we are 
on Easy Street. 

Senator Ropertson. You have $2.6 billion cut which has to come 
out of $10 billion. That is all we have left for domestic spending and 
of that $12 billion we have got five hundred million earmarked for 
allocations, one of which is for farm supports and things of that kind 
that this administration has pledged not to cut. 

I figure if you are going to get, say, two and half billion dollars 
off these strictly civ ilian activities, it will have to be cut 25 percent. 

Secretary Humrnrey. You cannot cut it as much as that. It will 
not work. 

Senator Roperrson. I agree with you, but I want you to tell the 
Chamber of Commerce. 

Secretary Humpnrey. I did not see the article. I am sorry. 

This is all there is to it: The Truman budget has a deficit of $9.9 
billion. That is a budget deficit. It has a cash deficit of $6.6 billion. 


QUESTION OF INTELLECTUAL HONESTY 


Senator Rosertson, On that cash, do you think that it would be 
intellectually honest for us to cut $3.3 billion of payroll taxes, the 
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purchase of postal savings bonds, all of which have to be represented 
by Government bonds, and add to the national debt and call it balene 
ing the budget ? 

Secretary Humpnrey. I will answer that question this way: There 
was a businessman that I ran into the other day and he said, “Is that 
intellectually honest?” and this was a fellow who is running a big 
business. 

I said, “You have a pretty sub tanti: il pension fund?” 

He said, “Yes, we have a big one 

“What is it in?” 

He said, “In Government bonds.” 

[ said, “So is the Government’s.” 

Senator Rogerrson. He had a pension fund of $500,000 a year that 
he was supposed to put in Government bonds and he spent it running 
the business. If he did that, would that be honest ? 

Secretary Hompurey. No. 

Senator Rorrertrson. Are we to take $314 billion of revenue that 
is earmarked for bonds and call it a balanced budget ? 

Secretary Humpnrey. You are selling your bonds to the pension 
fund. The Government sells $3 billion of bonds to the pension fund 
just the same way that it sells $300,000 of bonds to the pension fund 
of the National City Bank. 

Senator Rorerrson. I helped to draw that law. I thought it was 
all right, but the point I want to know is, are we going to change the 
method of bookkeeping as applied to $3.3 billion of trust fund money ? 
We issue bonds against this amonut and then spend it as current 
revenue. Should we claim a balanced budget and take a tax cut on 
top of it when we have added $3.3 billion to the debt? 

Secretary Humrnrey. No. 

Senator Roserrson. A lot of them are arguing that we should do 
that 

t,ALANCING OF CASH BUDGET 


Secretary Humrurey. Balancing your cash budget is not the same 
as balancing your total budget. There is no doubt about that at all. 

But balancing the cash budget does determine how much money 
you have to raise on the outside. 

Senator Rosertson. That is true, but you would not call a budget 
balanced when it added $3.3 penee to the national debt, would you? 

Secretary Humpnreey. No, sl 

Senator Ropertrson. When you talk about a balanced budget, you 
are talking about a spending budget that is actually balanced by 
receipts that are available for the expenditures that you are going to 
use them for and not these earmarked funds? 

Secretary Humpnrey. That is right. To say you have a balanced 
budget, you have to cut $9.9 billion of e xpense. 

Senator Ropertson. Do you know of any way to do that without 
cutting $4 billion off the milité ry ¢ 


QUESTION OF CUT IN MILITARY 


Secretary Humrurey. No. I think you have got to cut $4 billion 
off the military if you are going to do something like this. 
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Senator Rosertson. Lf you cut $4 billion off the military, we ignore 
the fact that Russia not only is very much stronger militarily in every 
field—air, submarines, tanks, artillery, and 5 million men under 
arms—but is getting stronger with respect to us faster than we are 
catching up. 

Is that right? 

Secretary Humrnerry. I do not think anybody is in position yet to 
say that we can balance the budget. I know I am not. 

I am frank to say I hope we will not stop trying to balance the 
budget until we have followed every single lead every single place 
that it will go. 

We will resist and overcome resistance to making cuts. 

Senator Roprrrrson. I was talking about balancing the budget 
and somebody said, “What will a balanced budget be worth in a slave 
state?” 

It would not be worth much. 

Senator Maypank. If the Senator is finished, I understand our 
distinguished visitor has a meeting at 3 o’clock with the Chancelor of 
Germany. I do think that it would be far better to let him go at 
this time than to hold him here talking about what we might do. 

Senator McCarruy. I think that we will have to excuse you, Mr. 
Secretary. 

Secretary Humrnrey. I hope we will still try to balance the budget. 
I think we ought to try in every way that we can. 

Senator Roserrson. I hope that we can do it without kidding our 
selves about what Russia has. 

Senator Dirksen. You know when the Senator and I were on the 
other end we got good training in the use of an ax over on the House 
side. When we got over here on this end, we discovered that this is 
the body that put all the money back that the House used to save. 

I am afraid we lost our training, and I must remind him of that. 


CUT IN COAST GUARD ESTIMATE 


Senator McCarruy. I assume the members of the committee might 
like to hear from the gentlemen here on the question of the Coast 
Guard. I note that seems to be of most interest. 

Mr. Fotsom. Mr. Rose can handle that. 

Mr. Rosr. Would you like to ask any questions ? 

Senator McCarruy. I do not have any particular questions in 
my mind, 

Senator Maybank ¢ 

Senator Maynank. I would like to ask where the cut came from 
in detail. How did the $31 million come about and what agencies 
of the Coast Guard are affected? I can see it on the paper, but what 
about the school and the vessels ? 

Mr. Rose. If you turn to the last page of the statement, Senator, 
I think we can see it more clearly there because there is a break 
down of it. 

That is a chart entitled “Treasury Department Statement of Revised 
Budget Estimates, Fiscal Year 1954.” 


31952—53 2 
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ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


Senator Maypank. “Acquisition, construction, and improvements” 
is cut $21 million; is that right ¢ 

Mr. Rose. That is correct. 

Senator MayBpank. What does that category embrace? Are they 
ships and vessels which are under construction now ¢ 

Mr. Rosr. The two items in that which account for nearly all of 
the money are first the deferring of a plane-replacement program, 
the beginnings of which were scheduled for this year. 

Senator Maysank. What planes are we going to have delivered 
in 1953, 1954, 1955, and 1956 ¢ 

Mr. Rose. The Coast Guard procures its planes through the Navy. 

Senator Maypank. That is what 1 am getting at. Has the Navy 
done this so that you do not have to pay for it¢ I say this respect 
fully, but the Navy gives orders as to what vou have to do, whether 
you like it or not. 

The chairman said even the Voice of America was involved in the 
Coast Guard. I am wondering if the Navy is gbligated for those 
things ¢ 

Mr. Rosr. These are planes of standard Navy types. 

Senator Maysank. Has the Navy gone forward ¢ 


NO CANCELLATION CHAKGI 


Mr. Rose. I have inquired into this. My understanding is, if this 
is what you are getting at, that there is no cancellation charge by 
reason of the postponement, 

Senator Maysank. There is no cancellation charge by the Navy, 
and the Navy will not come in after we pass the Coast Guard bill at 
the end of May and ask for the money that you have cut out of here? 

Mr. Rosr. That is correct. 

Senator Maypank. Thank you. 


SIMPLIFLCATION OF CUSTOMS REGULATIONS 


Senator Rorerrson. I would like to ask a question. 

We have been hearing a lot about improvement in the foreign trade 
by simplifying the customs regulations. Are you familiar with what 
they propose to do about customs regulations ¢ 

Mr. Rose. There is intensive work going on in the preparation of a 
customs-simplification bill, which it is hoped will be presented to 
Congress very shortly, which will have a considerable effect, we hope, 
both in simplifying customs procedures and in giving us the benefit 
in Customs of some reductions of the number of personnel required 
to do tasks which are now taking more people than we think are abso- 
lutely necessary. 

Senator Roserrson. Have you prepared your budget for fiscal 1954 
with respect to that program ? 

Mr. Rose. To some extent, I think, we are counting on the possibility 
of such a bill becoming law. 

Senator Roserrson. What percentage cut are you making in your 
customs costs ¢ 
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Mr. Rosr. Customs spent $41 million, or its appropriation was $41 
million, for fiscal 1953. It is $500,000 less than that in these revised 
figures submitted here. 

Senator Ronertson. We have been bringing in about $5 billion less 
than we have been sending out. How about the trade or aid program ¢ 
Is that to bring in as much as we ship out? Will that increase the 
work of our customs oflices to the point where the cut you are making 
would impede the facility with which they handle that ¢ 

Mr. Rosr. Of course, Senator, Customs is a service agency whose 
workload is not in its control. If there is a tremendous upswing in 
the volume of business, that will tend to create an undermanned 
situation. 

It is a matter of the personnel needed to carry the predicted work- 
load. We are hoping to bring forward a bill which will simplify 
customs. 

Mr. Forsom. Customs simplification would cut down your work- 
load ¢ 

Mr. Rose. Yes. It will cut down the amount of work involved in 
handling the present amount of business. 

Senator Maysank. The former chairman of this committee and 
former chairman of the Banking and Currency Committee would say 
that, if you are to do that, you will do something for the business people 
of this country that has never been done before. 

We have had the trouble of all these clogged-up lists of things to 
be imported, and in many cases it has taken a long time to get them 
through customs. 

I want to congratulate you on that. 

Mr. Roser. We are going full steam ahead on that. 

Senator McCarrny. Are there any further questions of any of the 
gentlemen here? 

Senator McCrecian. I did not understand quite about this acquisi- 
tion and construction reduction. Do T understand you request these 
funds to purchase planes from the Navy ¢ 


METHOD OF PROCURING COAST GUARD PLANES 


Mr. Rose. That is the way I understand they are handling it. We 
use, in general, in the Coast Guard, the same types of planes which 
the Navy are buying. 

So that the manner in which most if not all of the Coast Guard 
planes are procured is to add a few to a Navy contract and then the 
Coast Guard reimburses the Navy for the cost of the plane. 

Senator McCie..an. Does the Navy request an appropriation for 
these planes also? 

Mr. Roser. No, sir. In other words, these would be planes which 
would be bought through the Navy, but paid for by the Coast Guard, 
had this postponement not taken place. 

Senator McCiettan. When you get the appropriation, you pur 
chase through the Navy and the Navy makes contracts of purchase 
for an additional amount of planes to service the Coast Guard ? 

Mr. Roser. That is the way it has been handled. 

Senator McCrie.an. So this actually represents then a reduction 
of $2214 million in expenditures under the original budget estimate ‘ 
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Mr. Rose. The plane item in that figure is approximately $15 mil- 
lion. The remainder of that reduction is an item that Mr. Humphrey 
referred to, which is construction of Loran facilities at the request 
of the Defense Department. 

That was an item as to which the Treasury has taken the position 
it should be a matter budgeted for by the Defense Department rather 
than by the Coast Guard. 

Senator McC.e.ian. In other words, yor have concluded that is not 
a proper expenditure for the Coast Guard, but if the expenditure is to 
be made, it should be made by and chi irged to the N: avy and it should 
seek the appropriation ¢ 

Mr. Rose. That is correct. That accounts for the remainder of that 
s2214, million. 

Senator McCiettan. We do know that is a saving, that $7 million # 

Mr. Roser. That is correct. 

Senator McCiexan. It is only a saving insofar as it is the Treasury 
Department ¢ 

Mr. Rossz. That is correct. 

Senator McC.etian. It may not be a final saving at the conclusion 
of the appropriations because it may be requested by the Navy? 

Mr. Rose. That is the fact. 

Senator Maynanx. Will the Senator yield? 

Senator McCietian. Yes, 

Senator Maypanx. I think it would be proper for the chairman to 
ask the Navy what they intend to do, because we are going to pass the 
bill long before the Navy and the Armed Forces appropriations come 
down here in June. That is so there will be no duplication of it. 

I would not suggest that but I think that we should have that 
information. 

Senator McCarrny. The staff will check on that. 


REPLACEMENT PLANES 


Senator McCietitan. Did I understand these planes were what you 
term “replacement” planes ? 

Mr. Rose. Yes. 

Senator McCretitan. Will the present facilities service be im 
paired if you do not get those planes ? 

Mr. Rose. The immediate fleet of planes and its serviceability for 
their use for search and rescue, which is their principal use, will not 
be impaired. The factor to be considered is that a fleet of planes at 
some point becomes obsolete. Their overhaul as they are being used 
keeps them serviceable for a long period of time, but obsolescence is 
the factor that finally requires replacement. 


PROPOSED REVIEW OF PROGRAM 


Our conclusion here was to defer for this year the replacement pro- 
gram of 15 out of a fleet of approximately 120 or 125 hinies to permit 
a review of the entire matter to see what ws program should be. 

Senator McCieiian. In other words, it can be deferred for the 
present ? 
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Mr. Rose. Without impairment of the service. 

Senator McCietian, Do you know whether it can be deferred for 
this fiscal year, or not? 

Mr. Rose. That is our recommendation ; yes. 

Senator McCietian. You were going to undertake to defer it for 
the entire fiscal year and not bring in a supplementary request later? 

Mr. Rose. That is correct. 

Senator McCie.ttan. What is the amount you have retained, $214 
million ? 

Mr. Rose. Yes. 

Senator McCietnan. That is $214 million that you are still request- 
ing ¢ 

Mr. Rosr. The Coast Guard representatives who come before you 
can give you that in detail. My recollection is that is for some heli- 
copters which have come increasingly into search and rescue work 
and other use, and some rather minor amounts for lifeboat stations 
which, the Coast Guard feels, needs to be installed. 


REDUCTION IN OPERATING EXPENSES 


Senator McCietnan. How did you arrive at an $11 million reduc- 
tion in operating expenses? What is involved in that reduction? 

Mr. Roser. That was a figure which covers the following items: 

Tt represents a pullback, to the extent that the Coast Guard esti- 
mated they could do it, in maintenance and supporting items of 
roughly 10 percent, plus a reduction in personnel which will average 
for the year approximately 1,100 military personnel. 

Senator McCretian. The largest item is a reduction of personnel? 

Mr. Roser. Yes. 

Senator McCienian. Any reduction in maintenance? 

Mr. Ross. Some reduction in maintenance, some tightening up of 
operations. 

Senator McCiettan. What I am trying to determine, and I welcome 
the figure and larger than that if you can do it, but I am trying to 
make certain we are operating here on an intelligent basis and not 
simply bringing in anticipated paper reductions that may cause you 
to_ come back later and ask for a supplemental appropriation. 

Do you think we can rely upon this amount you have requested, 
as adequate for the entire fiscal year and a later supplemental will not 
be necessary ? 


QUESTION OF PERSONNEL REDUCTION 


Mr. Rose. I say that, subject only to this qualification: The Coast 
Guard is refiguring now, and I hope will have finalized before the 
Coast Guard Commandant and his assistants come up before you, the 
plan they have for actually reflecting that personnel cut. 

There are alternative ways in which that could be done. One of 
the things that has been involved as a possible plan in that regard 
is to decrease slightly the complement of various Coast Guard ves- 
sels. They think they can get along with somewhat fewer people 
without substantially reducing the efficiency of the vessels for their 
current purposes or unduly impairing military readiness. 
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That last factor is a matter for discussion with the Navy, because 
the Coast Guard planning, as you know, has always been to keep 
itself in a condition in which the Navy agrees with it that it should 
be, in the event they are called upon suddenly to join the Navy in an 
ae ney. 

We have not fully agrreed with the Navy on just exactly how these 

‘uts will be reflected. 

To that extent we might say that the matter has not been finalized, 
until we do. 

Senator McCrietian. Do I understand that although we may still 
be able to make these reductions here in appropriations for the Coast 
Guard, the Navy will probably come along and ask for more? 

Mr. Rose. That is not what I meant. It is simply that if the Navy 
objects to the reduction in personnel in certain Coast Guard vessels 
which would join them in time of emergency, that question will have 
to be resolved between us and this planned reduction is contingent 
on being able to resolve that question. 

Senator McCie.uan. That is all. 


ROTC AND COAST GUARD SCHOOL 


Senator Rorerrson. I would like to ask some questions, too. 

Either last year or the vear before the House took a nefty cut out 
of the Reserve officers’ training program of the Coast Guard and the 
Coast Guard school. 

Senator Mayrnanx. They cut it out completely, 

Senator Roserrson. They put so much pressure on the Senate we 
had to put it back in. 

What have you done to those activities? 

Mr. Rosr. You will see the Reserve training program is the last 
item on this table which was in the Truman budget for 1954 for 
$2.600.000. It is reduced $100,000 and is in our figures in the amount 
of $2.500.000. 

Senator Rorerrson. What about the schools that train the seamen 
besides the Academy ? 

Mr. Roser. They have various training programs besides the 
Academy. 

Senator Rorerrson. What have you done to the training program ¢ 

Mr. Rose. We are leaving all those in the program, Senator. They 
are subject to what I said before about the slight tightening up in 
operations that we hope to bring about. 

Senator Rorerrson. There will be some activities? 

Mr. Rose. Yes. 

Senator McCarrny. One of the things that has disturbed me in 
regard to these various investigations is that you find that you appro- 
priate money for a certain project and then you then find that there 
is tremendous implementation by drawing the service from other 
departments. 


FUNDS FOR BUREAU OF ENGRAVING AND PRINTING 


Chairman Briooes. May I have Mr. Rose tell us, for the record, how 
funds are allotted from the Treasury Department to the Bureau of 
Engraving and Printing for the printing and engraving of postage 
stamps, United States saving bonds, and currency? 
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Mr. Rosr. May Task Mr. Parsons to answer that question ¢ 

Mr. Parsons. The Bureau of Engraving and Printing is on what 
we call a working fund or a working-fund basis. 

Chairman Brinces. That is why I wanted to bring this out. 

Mr. Parsons. The Bureau operates on an original appropriation 
providing working capital. Orders are received by the Bureau from 
various agencies of Government as well as the Federal Reserve System 
for certain of the products. For example, the Treasurer of the United 
States places an order for currency—for silver certificates. That 
order is then processed. The currency is produced and the Treasurer’s 
appropriation pays for that currency. 

Revenue stamps are ordered by the Bureau of Internal Revenue. 
Those stamps are produced and the Bureau of Internal Revenue pays 
the Bureau of Engraving and Printing for the cost. 

The Post Office Department likewise does the same thing on postage 
stamps. The Federal Reserve System buys the Federal Reserve notes 
and pays the Bureau for those notes. That, in general, is how that 
works. 

Senator McCarruy. That is why we have no direct appropriation 
for the Bureau of Engraving and ‘Printing, due to the establishment 
a while back of this revolving fund ? 

Mr. Parsons. That is correct. 


COST PRORATED 


Senator McCarruy. You are able to take care of all of your over- 
head and prorate it among the orders in proportion to the amount 
of business that comes to you through governmental agencies; is that 
right? 

Mr. Parsons. That is correct. 


RECEIPTS AND EXPENSES 


Senator McCartuy. What is the total amount which it took to 
operate that agency last year, and what is the amount you received 
from different agencies of Government for which you did work? 

Mr. Parsons. I would have to get those figures for you, sir. 

Senator McCarruy. That will go into the record at this point. 

(The information referred to follows :) 


The total income from sales Was $33,308,501, and the cost of goods sold 
was $33,457,504. 


CONTINUOUS AUDIT 


Chairman Brivers. The capital working fund is kept up to date at 
all times ¢ 

Mr. Parsons. That is right. We have a continuous audit performed 
by the General Accounting Office with the auditors on the premises 
at all times. It is continually kept current and all the accounts are 
audited currently. 

Senator McCiettan. May I ask if the income is sufficient to cover 
all operating expenses / 

Mr. Parsons. Yes. 
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Senator McCie..an. There is no loss in the revolving fund? 

Mr. Parsons. No, sir. 

Mr. Johnson tells me there was a slight one last year. 

Senator McCrie.tian. The deficit was mentioned as being slight. 
What do you mean? 

Mr. Parsons. We will have to get that figure for the record. 

(The information referred to follows:) 

The Bureau of Engraving and Printing sustained a loss of $154,008 in fiscal 
year 1952. Appropriate adjustments have been made in the unit cost rates to 
restore the impairment to the capital fund during the fiscal vear 1958 in acecord- 
ance with the provisions of Public Law 656 of August 4, 1950. Section 2 (e) of 
Public Law 656 states: 

“Any surplus accruing to the fund in any fiscal year shall be paid into the 
general fund of the ene, as miscellaneous receipts during the ensuing fiscal 
year: Provided, That any such surplus may be applied first to restore any 
impairment of the ce cattnd of the fund by reason of variations between the prices 
charged for the work or services and the amount determined to be the actual 
cost of performing such work or services.” 


PURCHASE OF NEW AIRCRAFT 


Senator Dirksen. You show on page 296 of the justifications that 
you are going | to buy 19 new aircraft in fiseal year 1954 to keep you 
at a level of 137 pieces of air equipment. 

Mr. Rose. I believe that was the program. 

Senator Dirksen. First of all, you have got 3 items there and 
the unit cost is $1,350,000 for 3 planes, so you will lay out $4,050,000. 
Can you give us some detail on that ? 

Mr. Roser. I am afraid I cannot. 

Senator Dirksen. Who would do that? 

Mr. Rose. Admiral O'Neill. 

Senator Dirksen. Then we will hold it until that time. 

The thought has occurred to me that because of the acceleration of 
overage aircraft in the other services that surely it would be possible 
to take some of those planes that the Army and Navy feel cannot be 
used for their purposes because they fall behind in speed ratios and 
use of them for other governmental services like the Coast Guard. 

Mr. Rosr. It was our hope that over a period of 15 months some- 
thing like that might be developed. 

Senator Dirksen. This is new equipment. You talk about deliveries 
here. 

Senator McCartiry. May I say I think this was provided for in the 
Truman budget. This has been eliminated with a view to doing 

xactly what you say. 

Senator Dirksen. Has it been eliminated entirely ? 

Mr. Rose. All the fixed wing airplanes. Every fixed wing airplane, 
as distinguished from the helicopters, has been eliminated from the 
figures which we are presenting to you. 

Senator Dirksen. You are going to acquire no new planes in fiscal 
year 1954 outside of helicopters? 

Mr. Rosr. That is my understanding. 

Senator Dmxsen. No replacements whatsoever ? 

Mr. Rose. That is my understanding of the program. 

Senator Dirksen. How are you going to keep up your level? 

Mr. Rose. Those planes are not worthless. By overhaul they can 
be continued in service for another year. It was simply a matter of 
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avoiding obsolescence of the fleet that this program as 1b was previ- 
ously submitted was developed. What we have done in effect is to 
po tpone for | year the be ginning of the rep! wement hot actually 
the beginning, because there were some replacements last year, but the 
beginning of substantial replacements, in order to review the situation 
to see whether some other means can be found and to what extent 
rep lad ements were necessary, 

Senator Dimksen. | think it is a very interesting observation for the 
very good reason if the Truman budget had been approved casually, 
we would have placed the seal of approval upon an estimate that there 
were 19 planes over age and you buy 19 others. 

Now, we discover they are usable after all. It does give point to 
the fact that there are probably other pieces of usable equipment that 
we can make do if necessary and save a little money. 

Mr. Rost, The Coast Guard officers could give you more of the 
detail on that than I, but my understanding is, it is a matter of obso 
lescence rather than absolute lack of utility. 


INCREASE IN COAST GUARD APPROPRIATIONS 


Senator Dirksen. This item is not new tome. I used to sit on this 
over in the House. I am astounded to see how fast this Coast Guard 
has come up into the hundreds of millions; up to $247 million right 
now. I think it is an outstanding thing. 

I remember once not too many years ago we cut them back to $99 
million, 

Now they are right back up in the bucks. Ithink it deserves a good 
look. 

Senator Ropverrson. You remember ua wood many Llouse Members 
from time to time have been inspecting installations in Alaska in 
Coast Guard planes. If we advertised, you can still ride, but it is 
going to be an old plane and it will cut down travel. 

Senator Dirksen. I have never in my life in 21 years in Wash 
ington ridden in a Coast Guard plane and I do not know that I intend 
to, as a matter of fact. I do not believe I have to junket to Alaska. 

Senator McCarruy. I think Senator Dirksen has made an excellent 
observation in regard to these planes that would be obsolete for com 
bat, but not for the work of the Coast Guard in rescue work. 


REASON FOR INCREASE 


Mr. Roser. That is one of the things that we want to examine. 

I should like to add to Senator Dirksen’s last comment. Of course, 
the increase in the Coast Guard appropriation from 1948 to now is 
largely reflective of certain programs which were added to them after 
1948, such as port security. 

Senator Dirksen. You expanded your Loran program. 

Mr. Rose. Yes. There was also a very considerable expansion of 
search and rescue to areas where the military are operating now, as 
well as the military-readiness program I referred to. 

I think it is that which in large part is responsible for the increase 
to which you refer. 

Senator McCarruy. Are there any other questions ? 

Senator Smith ? 
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Senator Smiru. No. 

Senator McCarruy. Mr. Andrews, you will be here before us 
tomorrow ¢ 

Mr. Anprews. Whatever you say. 

Senator Roserrson. I am going to be tied up in the morning and 
I have to finish some work on the quick freeze price and wage con- 
trol bill. I would like to ask Mr. Andrews 1 or 2 questions now, if 
the committee has time. We will finish action on the control bill 
which expires the last of this month and we want to get it out. 

That is the reason I would like to ask the questions now. 

Senator McCarruy. That is agreeable. 


CUT IN BUREAU OF INTERNAL REVENUE 


Senator Roserrson. What cut will the Bureau of Internal Revenue 
take in the budget submitted / 

Mr. Anprews. $614 million. 

Senator Roserrson. What is that percentage ¢ 

Mr. Anprews. They are taking $614 million ina cut. That is just 
a litttle over 2 percent. 

Senator Ronerrson. Will you have to reduce the force required for 
checking income-tax returns? 

Mr. Anprews. We will have to reduce it some. We will apply 
that cut first as far as we can to what we call our overhead operations 
and eliminate as much of that as we can, and whatever we cannot 
eliminate will have to come out of the enforcement operation. 

Senator Ronerrson. Have you had an opportunity to check on addi- 
tional revenue produced through your agency that collects returns? 

Mr. Anprews. Yes. 


OPERATING EXPENSE 


Senator Rosertson. How does the expense of operating them com- 
pare with what they produce in revenue? 

Mr. Anprews. Our studies indicate up to a certain point; that is, 
the point at which the law of diminishing returns set in we do not 
have to worry much about that because we are a good way from it; 
but for every dollar we spend for enforcement in that effort, or what 
I call the direct expense or production expense, we get back between 
$15 and $20. 

Senator Rozerrson. Then it would appear if you have to use much 
of this cut in cutting men engaged in that work it would be an econ- 
omy that would be a paper economy rather than a real one? 

Senator McCarrny. May I interrupt? 

I understand your current plans are to add 689 agents even to this 
reduced figure ? 


ADDITION OF AGENTS 


Mr. Anprews. That is in the collection effort. 

Since the income tax base was broadened, there has been a gradual 
increase in the number of delinquent accounts. I refer particularly 
to the backlog of accounts that are delinquent against which liens have 
been issued. 
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We now have gotten up to the point where there are about 833 to 
850 million dollars of accounts outstanding under liens. 

It has been growing, unfortunately. 

Senator McCarrny. What is the average age of those accounts? 

Mr. Anprews. That I could not tell you offhand, but I would say 
that the average age is probably not Gover a year and a half. That 
is just a guess, now. 

I could probably tell you that exactly. I am apeaxing of a year 
and a half beyond the date of the filing of the lien, because that is 
the point at which we could consider it delinquent. 

Technically, it would be delinquent from the time it was due, but 
actually from a practical standpoint you would not figure delinquency 
on that basis. You figure it from the time when you have to take 
extreme action to get your money. Of course, we do not like to take 
extreme action unless we have to, and it is a last resort. 


POSSIBLE LOSS 


Senator Ronertson. If we can make this cut in your force, are we 
actually saving money or losing money ? 

Mr. Anprews. We are losing. money. 

Senator Ronerrson. How much? 

Mr. Anprews. I figure we are going to lose about $15 for every 
dollar we cut. 

Senator Rosertson. How much will that amount to? 

Mr. Anprews. Roughly half of this $614 million will come out of 
enforcement operations, say multiply by $314 million and then by 15 
and you lose about 50 to 60 million dollars of revenue. 

Senator Ronertson. In this same bill we have two Departments. 
One is the Treasury and one is the Post Office. The Post Office is 
going into the red about $500 million. 

You are an expert accountant. Can you tell us how we can cut the 
red so we can still deliver the mail? It is a rather expert job. 

Mr. Anprews. I have some ideas about what can be done in im- 
proving the operating cost of the Post Office Department, but that is 
not in my baliwick. I think I had better stay out of it. 

Senator McCietxan. I did not understand your idea of reducing 
the appropriation by some two or three million dollars in the field of 
enforcement. Then your statement, by reason of doing so, is that 
you are going to lose $50 million or $60 million in revenue. TI do not 
understand that approach to the problem that confronts us in regard 
to heavy deficits. 

Mr. Fousom. I would like to say it is our impression that we were 
expecting to make this reduction in activities which would not result 
in a loss of revenue through changing the overhead systems and new 
methods which we hope to be able to develop during the course of the 
year, 

So we would have to use none of this reduction in actual collecting 
agencies, . 

I think Mr. Andrews is probably being conservative. 

Senator McCieiian. Maybe I misunderstood him, but I under- 
stood, in answer to Senator Robertson’s question, that about half of 
this $6 million would come out of enforcement. 
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Senator Ronerrson. We have been through this same thing for the 
last 8 years. The House will cut down these agencies in the name of 
economy. Then we get the evidence that is false economy. 

You are going to lose 5, 10, or 15 times as much by not collecting the 
money, then we put it back in. Then the House says, “We cut the 
budget and you raised it.” 

Senator McCiet.an. Tam talking about the Bureau’s action now in 
coming in here and asking for $614 million less, approximately, than 
the original budget request. 


BUREAU ATTITUDE 


Mr. Anprews. The question of how much the Bureau would take is 
a matter of ‘Treasury policy and not a matter of Bureau policy. Our 
attitude in the Bite au is this: Within certain limits we can use a good 
deal more money than we have been spending in the past. 

On the other hand, our attitude in the Bureau is that whatever the 
Treasury feels we should get along with, we are going to do the very 
best we can with that amount of mone y. 

Senator McCiettan. We appreciate that. 

Mr. Anprews. So let me goon from there. 

As you know, I have only been in office just a little over 2 months. 
On the other hand, I am not unacquainted with Government opera- 
tions. I am perfectly satisfied some economies in operations can be 
made not only in the overhead aspects of our establishment, but also 
in the direct or production aspects of it. 

[ would not want to predict to this committee, and I have not pre 
dicted to the Treasury just exactly how much saving we can accom- 
plish, because you just do not walk into the biggest collecting agency 
in the world and ‘ty a  hineher of 2 months decide how much money you 
ought to spel dasa perfect figure, 

I am satisfied some economies can be effected. To the extent we can 
effect those economies and to the extent we ean safely cut our overhead 
figures, then we reduce the amount we have to take care of the operat- 
ing end with. We know we cannot take all of this $614 million out of 
overhead and not knowing yet exactly how far we can go in simplifica- 
tion and economy, we do not know how much we can save in that way. 

We do know that we are going to save something. Just how much 
1 am not sure, but some part, as the matter stands, about half of it, is 
going to have to come out of enforcement. 

I would like to point out we are not working on the basis because 
a reduction is indicated we are going to knock it all out of enforce- 
ment just to make this thing look bad. 

We are going to take it out of other places first. 

Senator McCie.ian. I understood you would probably take half of 
it. Then I understood you to answer Senator Robertson’s question by 
saying that out of the $3 million, approximately, that you would save 
by reducing the cost of enforcement that you would lose from $50 
million or $60 million in revenue. 

Mr. Anprews. That is exactly right. + 


TAX ENFORCEMENT 


Senator McC.iettan. That may not be a policy to be determined by 
you, but if that is the policy of the Treasury Department or the ad- 
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ministration, or the others responsible for the policy, it seems to me 
a poor policy. 

If the $6 million of taxes and revenue due to the Federal Govern 
ment by individuals or corporations that are not paying their taxes 
simply because of lack of enforcement is not collected properly, it is 
unfair to those who voluntarily and honestly account for their income 
and pay their revenues. 

[ am not critical, but I do think that tax enforcement should be 
administered to the extent of substantially getting every dollar that a 
taxpayer owes the Government on the basis of the overall enforce- 
ment of tax collection and not let somebody escape payment of their 
just share of taxes while others who are honest enough to pay what they 
owe do So. 

Mr, Anprews. On any basis of calculating the Bureau has not, 
within several years at least, had as much money to spend on enforce- 
ment. as they should have had. 

For instance, we know by statistical analyses out of the $65 million 
in returns filed there are a certain number of people that ought to be 
examined in order to get the maximum yield, to get a yield that pays 
off. 

We know frankly that we are not now examining over one-fourth of 
the returns that we ought to be examining. 

Senator MeCietnan. What percent do you examine out of the 
returns? 

Senator McoCartrnuy. May I interrupt? 

If possible I would like to go into this matter of the Internal Rev 
enue Bureau tomorrow morning. It is scheduled for 10 o’clock, that 
is, unless some of you cannot be here. 

Senator McCiev.an. I will conclude if the Chair will indulge me 
one other question. 

Senator MAYBank. Mat peared the chairman is going to do is satis 
factory to me, but Senator Capehart is going to try to finish the so 

called stand>y bill together with the nomination of tne successor to 
the RFC at 10 o’clock tomorow. 

I cannot be here, but the chairman might go ahead. I would like to 
ask one question now. 

Senator McCarruy. There is no special reason to call this at 10 
o'clock in the morning if Senator Robertson and Senator Maybank 
would like to have me put it off until 11 or 11:30. 


INVESTIGATION OF RETURNS 


Senator Rorerrson. I am quite familiar with what Mr. Andrews is 
up against. It cost about one dollar and a half to examine the returns. 
You have got to have a certain percentage of those who have a definite 
liability in order to see on that spot check whether the average is com- 
ing across like the others. 

The fact that you do not know when you are going to be called up 
on the carpet for your return is something to be considered. 

Senator Marnank. The Bureau of Internal Revenue has been in- 

vestigating the same people every year and thousands of people have 
never been investigated yet. No one has a greater respect for the dis- 
tinguished gentleman from Virginia, Mr. Andrews, than I do. I know 
how the Senator from Vi irginia feels about him, but I hope that he 
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can get around to some investigations of these people who have not 
been investigated. 

Senator McCiecnan. If I may ask this one question I will be 
through. 

You stated that actually now you were only examining about one- 
fourth of the returns that you felt should be examined in order to get 
a fair enforcement and a complete enforcement, 

Mr. Anprews, Theat is right. 

Senator McC.ietitan, What percentage of the total returns are now 
examined ¢ 

Mr. Anprews. Do I have to answer that? 

Senator McC.etian. I would not say that you had to. 

Mr. Anprews. I would rather not do it publicly. 

Senator Rogertson. I want to ask one more question. 

Last year the House cut the clerical force necessary to expeditiously 
handle the refund payments and we showed that by the time you fin- 
ished paying interest at 6 percent for the delay it costs about 10 times 
what the savings are going to be. How is that item in your budget ? 


WORK OF AUDIT PERSONNEL 


Mr. Anprews. Let me tell you what we did about that this year and 
I think we have solved that problem. 

This year when the filing season came around we left the collection 
people alone because they were already developing a backlog of de- 
linquent taxes and, consequently, instead of pulling them into the tax- 
payers’ assistance program—that is, assisting in the preparation of 
returns—we left them alone and stopped the audit work and brought 
the audit people in to make the tax returns for the taxpayers. 

There has been a lot of criticism of that. 

Personally I think that criticism was very unjust and unfounded. 
The reason I think so is this: We know as a matter of fact this year 
we assisted 25 percent more taxpayers than we did last year. 

We also know from the character of people assigned to that work 
that the job was a lot better done; therefore, we are going to have 
fewer returns that are going to require examination as a result of that 
program. 

Whether in the overall, bearing in mind we have stopped the other 
program for 60 days, we are going to lose money by it, I cannot tell 
you. I do not think we will. 

But we are hoping by next year we will be so organized that we 
will not have to stop these audit men, but can let them continue their 
work and at the same time with this group of additional people in 
the budget for collection efforts we will be able to do our job without 
interruption of any normal operations. 

I think the program this year of getting these people in there and 
letting the collecting people keep on the job, and in most districts 
getting out their refunds by April 15, so ean would be a minimum 
of interest on these refunds, we avoided what you mentioned. 

Senator Roperrson. I can say if House committee operates this 
year as it did last year and the year before you are going to be 
cut. more than you have asked, and that is the reason I thought it was 
important for this committee to know the situation, 
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STATEMENT OF THE UNDER SECRETARY 


Senator McCarruy. I think the Under Secretary has a statement to 
make. 

Mr. Fotsom. I want to make the position of the Secretary and my- 
self clear. ‘This budget we recommended is $4 million less than last 
year. The $614 million is the reduct‘on from the Truman budget. 

We will have certain proposals which will be explained to you later 
which indicate there can be substantia! savings in the overhead in the 
system, among other things the collection of excise taxes on a more 
frequent basis, and 2 or 3 other items which will account for a good 
part of this $4 million, 

We feel with an operation of $270 million there must be chances 
to economize and increase efficiency all along the line. We did not 
think it was right to ask all the other bureaus of the Treasury Depart- 
ment to make some reductions and not ask the Bureau of Internal 
Revenue. We are quite confident ourselves when they study the matter 
they can find practically all of this cut can come out of operations that 
will not affect the collection of revenue. We are putting that as the 
goal. 

It might be after Mr. Andrews has had a chance to study the opera 
tion next year we will find we need more money; that we can raise 
more money by spending more. We are not in a position to say that 
now. We think we should, in fairness to the whole job, of trying to 
om down, ask that the Bureau make a special effort to see what they 

‘an do in cutting down overhead. 


REESTABLISHMENT OF 44-HOUR WEEK 


Senator Ronertrson. How much could the Government save if all 
Government workers went back to a 44-hour week that they used to 
work on from time immemorial until we found a way of getting rich 
without working so hard ? 

Mr. Fotsom. Probably we could save. 

Senator Ronertson. We are so anxious to cut this budget and taxes, 
but is the administration considering the advisability of petting rid 
of so much of that overtime and overstafling by letting the Govern 
ment workers work a 44-hour week? It is mighty inconvenient to 
those of us who would like to work on Saturday to have all the depart 
ments closed up on Saturday all the time. You cannot get any infor 
mation at all from anybody. They are out playing golf or fishing or 
doing other things. 

ESTIMATE OF SAVINGS 


Senator Smirn. May I ask the Under Secretary: Have you made 
any real estimate of the savings that you can ms ake through cutting 
out duplication and inefficiency and overlapping in the Internal 
Revenue Bureau? 

Mr. Forsom. I will ask Mr. Andrews to answer that. 

Mr. Anprews. Senator Smith, one of the first things we did was to 
get our research and planning group to a position of real importance 
in the Bureau. We started them to work immediately on, you might 

say, dusting off some of the plans that they had already developed 
over the years which seemed to have a good deal of merit, and m: aking 
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other tudies to see whether or not we could improve the efficiency of 
our operations. That is a definite part of our whole program at, the 
present time. TI think we are going to have some real results on that, 
but it would be foolhardy for me to sit here and tell you that we are 
going to do this next month or 6 months from now. 

If there is a bad situation in the Bureau—and I think there is—it has 
been happening fora longtime. It is like any other disease ; it is going 
to take a while to cure it. We cannot cure it overnight. I believe in 
12 months’ time we will have a vast!y different picture from the stand- 
point of operating efficiency from what we have now. 

I would like to add to what T said awhile ago. I think it is real 
economy to take anything that we have saved in that direction and put 
it on enforcement, because we know we have such a terrifically long 
way to go to really get on top of our enforcement job, and because we 
know that eve ry dollar you put on enforcement, up to that point of 
diminishing returns, you can figure you are going to get $15 back. 

Senator Sari. I do not wish to prolong the : meeting. I will not 
be able to be here tomorrow morning, but it does seem to me a very 
definite move toward false economy unless we have got this figure of a 
cut they are telling about from some other place than out of the air. 
That was the purpose of my question in asking if you had made a 
definite estimate as to where that was coming from. 

Mr. Fousom. We have the figures. 

Senator McCarrny. I want to go into this in detail, and we have 
a session set for it tomorrow afternoon and the following morning. 
I have refrained from going into many of these matters that I have 
before me for that reason. I understand the Under Secretary’s posi- 
tion to be they feel they can make this cut of $4 million without in any 
way reducing the amount of intake of money, is that right? 

Mr. Forsom. That is right. 

Senator McCarrny. There are many phases of that I would like to 
go into, but I do not want to hold you here. I have notified all of 
the other Senators that we would be doing this, and I hate to go 
further now. 

TAXES ABATED 


One of the things tomorrow that I would like to have you give us if 
you could would be the amount of taxes that have been abated over 
the past few years, as well as the amount that is now outstanding. 1 
understand very sizable amounts were suddenly abated not so ‘Jong 
ago. I would like to have you discuss the situation tomorrow which 
has been brought to my attention ; that is, the use of the highly trained 
personnel on routine work, such as opening mail during the rush sea- 
son. I wonder if you could not save a lot of money there by having 
stenographers do that instead of the higher paid people. 


COST OF DISTRICT OFFICES 


Another of the matters which I would like to have you go into 
would be to give us an estimate of the cost of these new district offices 
that have been set up under the alleged streamlining of the Bureau. 
T am very interested in the cost of these additional district offices and 
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whether they are improving the service or increasing the amount of 
money collected, or what benefit is derived, and go into the question of 
how the district officers were appointed, whether in accordance with 
civil service, as we thought they would be last year, or whether there 
has been a tendency to ignore competitive examinations. 

if you could give us this, it would help. 


NONTAXABLE REVENUE OF FOUNDATIONS 


Our investigating committee met yesterday and decided to have 
the staff make a very cursory check on the various foundations as to 
how much nontaxable revenue is received by these foundations and 
whether the Department thinks all of the exemptions are justified. 
Just to give you a typical situation that we have had brought to our 
attention, an educational foundation was set up out in Lowa, I believe. 
They came down here several years ago and purchased material from 
the War Assets Administration and got it at 5 percent of the Govern- 
ment cost and sold it at a tremendous profit. It is a tax-free educa- 
tional foundation and, as far as we know, they have been engaged in 
no education except in regard to the family of the fellow who made 
the money. 

| would like to get some rough estimate of the total amount that 
is lost each year because of the income for the tax-exempt foundations. 

Mr. Anprews. | do not know whether we can give that tomorrow 
or not. 

Senator Roperrson. We made a radical change in what was de- 
ductible in the 1951 revenue act. 

Senator Maypank. I want to know what was abated. The chair- 
man asked for the taxes that were abated. Is that right? 

Senator McCarruy. Yes. 

Senator MayBankx. Who were they? I did not vote for the Re- 
organization Act, and I voted against Senator Williams when he 
brought it up. I have never recommended anybody, as far as I know, 
except a civil-service man who would be put in a job m South Carolina. 
1 want no part of it, but I think it is not quite fair to those of us who 
opposed the re organization, believing the Republicans would come in 
and you would have a right to select your own collectors, now to be 
charged with having some ghost in there. I did not vote for it. I 
do not know whom they appointed, or whether they appointed any- 
body, but I know they Sateen nobody in South Carolina, because 
Mr. Bowers was internal-revenue collector there. He was a prominent 
businessman in charge of a bank in Spartanburg. You were to pick 
the best men after the FBI investigated them. 

L read in the papers that there is politics in the Internal Revenue 
Bureau, but there has never been in South Carolina. If there is, I 
want to know it. 

Mr. Anprews. I would like to get two things straight. You started 
out and did you ask me, how much tax had “been evaded or abated ? 

Senator McCarray. Abated. 

Mr, ANDREWS. By compromise ¢ 

Senator McCarruy. Yes, or just marked off. 
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USE OF HIGH GRADE PERSON NEL IN MENIAL TASKS 


Mr. Anprews. I think we can probably give you that. 

There is one other thing that you mentioned, and that was the use 
of high-grade personnel for opening mail. I can tell you that has been 
very much overdone. I mean that I would not say there had not been 
cases of it, but that was a part of the program that I explained a few 
moments ago. 

Senator McCarruy. I am just covering things that I would like to 
have you discuss tomorrow and I was not infer ring we had any com- 
plaints of this recently. Over the past several years we have had 
a great number of oman Lints from people within the Bureau. 

“Mr. Anprews. I did not want the d: ay to go by with that unanswered 
in general at least, because that just is not true. 

Senator McCarruy. You think you do not have any at all? 

Mr. Anprews. We might had some but a very small number. The 
objective we were at was to get the taxpayer taken care of as quickly 
as possible, get his refunds to him by April 15 and to use the best 
people available to make the best returns we could so as to reduce our 
problem later. 

Senator McCartuy. We seem to have a very great difference of 
opinion as to whether or not this reduction will actually reduce the in- 
come. We want you to go into that in detail and see if you can find 
out whether you can make the saving without reducing the revenue. 

There is just one other matter. 

Sen: itor Maybank. If he saysthere has been a million dollars abated 
or $2 or $3 million, and I do not intend to direct any criticism against 
him, I think you ought to have the names in the record. 

Senator McCarrny. Mr. Andrews, did you have something else ? 

Mr. Anprews. No. 1 believe you answered everything I had. You 
started to say that there was that one other thing that you wanted to 
ask me. 

Senator McCarruy. Yes. If you could bring those answers up it 
would help. We do not want to burden you with all of these matters 
personally, but our investigating committee as usual has the Presi- 
dent’s authority to receive income tax returns when we need them in 
investigating them. Your Department has been very cooperative on 
that and following the President’s order except for the time lag. It is 
very important for us to get those returns speedily. We find as of now 
we are getting them 4 or 5 weeks late. Apparently because you are 
extremely busy over there. If you could possibly speed that up for 
our investigating committee, we would appreciate it. 

Senator Smirn. I think I would like to get this cleared up in regard 
to this saving. I think it would not be fair to Mr. Andrews or the 
committee or the Secretary if it goes out this cut is coming from the 
enforcement part of the program. If we can make $20 for every 
dollar spent, I am sure that it is not the intent of the administration 
to cut that plan out to make a paper saving. I hope very much 
that you will have that cleared up in the morning when you come 


back. 


POSSIBLE UNWISE CUT 


Senator McCarrny. Do I understand, Mr. Andrews, it is your 
thought this cut of $4 milion will actually result in a reduction in 
revenue in excess of $4 million? Is that your thought? 
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Mr. Anprews. I very definitely do think so. 

Senator McCarruy. You think this proposed cut in the budget for 
the Internal Revenue is an unwise cut ¢ 

Mr. Anprews. Personally, I do. 

Senator Maypank. Let me get this straight. 

Senator McCarruy. He said, “Personally, I do.” 

Senator Myypank. As I understand the distinguished collector 
said he thought that it was a mistake ? 

Mr. Anprews. Yes, I think it is a mistake. 

Senator Maynank. I only say that with your permission because 
I have a very distinguished South Carolinian who is a great personal 
friend of mine who has been working in the Bureau and he has 
appeared before this committee many times. He said that when we 
cut down the collector of internal revenue in years gone by that we 
were really doing the country a disservice. 

Senator McCarrnuy. Mr. Folsom, I want to get a few questions 
straight before we leave here today. It is very clear Mr. Andrews 
thinks this is an unwise cut. He thinks he will lose more than the 
$4 million. I would like to ask Mr. Folsom whether he agrees or 
if he thinks the cut can be made in such a fashion it will not affect 
the revenue income adversely. 


PROPOSAL SUBMITTED 


Mr. Fotsom. I will repeat what I said before. We had certain 
proposals submitted to us which they have under consideration in 
the Bureau of Internal Revenue for economizing and a change of 
the method of collection which amounted in the neighborhood of $6 
million. Mr. Andrews said some of those were problematical and 
some, he said, could be done. We thought it was fairly safe to say 
$4 million reduction from last year would not interfere with the 
collecting agencies if they had a possibility of saving up to the 
extent of $6 million by this change in system and methods. 

We know there is a gamble on it, but we feel we have got to make 
every effort we can to economize and cut down on duplic ation and 
increase efficiency along the line. 

We do not think it is asking too much of the Bureau to try to save 
this $4 million from last year and confine it to methods and systems 
without interferring with the collecting agencies. It might be that it 
cannot be done. We think there is a ‘fairly good chance that it can 
be done. At the same time since we are all new at this, we do not 
know but what we will want to come in here and ask for more money 
when we get through with our studies. We might save quite a lot by 
increasing revenue, by spending a few dollars more for collecting. But 
we are not in a position to say that now. 

The other proposal is anything we can save in systematizing, we 
ought to spend in collecting. We are going along and we are not 
so sure of ourselves because we do know that you reach a certain point 
where the law of diminishing returns sets in. Where that point is we 
do not know. 

Senator McCarruy. May I say, I think it is a very healthy thing to 
find two responsible men in the administration very freely and very 
vigorously differing on something like this. I sat here too long and 
listened to the department heads come down and make a statement 
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and it seemed that was law from there on. There could be no differ- 
ence and Congress only got one view point. 

Senator Maypanx. I never had that viewpoint. 

Senator McCarrny. I think this is healthy. I think it is a good 
thing. 

Mr. Anvrews. I would like to say, Mr. Chairman, that the Under 
Secretary and I did not come here in disagreement. The'situation ap- 
parently is this: As I understood the information given to me by the 
people who prepared our budget, the situation was just as I explained 
it; that before half of this cut, as we see the situation now, quite 
without regard to any economies which we cannot assure you of at 
this moment, but I think about half of that cut will have to come 
out of the Enforcement Section. It is obvious that the Under Sec- 
retary has a different understanding than I do. We are in no dis- 
agreement. If we had been in disagreement in the beginning or if 
I thought there was any disagreement, I would never have come here 
with any idea to give you that impression. We are not disagreeing at 
all. I think he has a different slant than I do. 

Senator McCarruy. I gather that the Under Secretary thinks that 
we can cut this $4 million and that it is a wise cut. As I listen he 
thinks that it can be done. Maybe he will discover it cannot be done. 
You may have to come in and ask for additional money for more 
agents. 

You think that it is unwise, it should not be done and it is up to our 
committee to weigh your testimony and your evidence and the other 
evidence and decide what should be done and hope you arrive at the 
right conclusion. I think it is a healthy thing to get both sides. 

Senator Smrrn. With the administration and the President trying 
to balance the budget and having brought in the best minds into the 
Treasury Department, it does seem to me that it might be well to get 
to it and when they come in before they are through to give us some- 
thing more specific than they have as to the savings. 

Mr. Forsom. That will develop when you go into the details of the 
budget. We are not going into that bod ay. 

Senator McCarruy. That is why I did not want to get into this 
today. We have a day and a half of hearings scheduled on that. 
1 am sure before we get through we will have a much better picture 
of this. 

With that we will adjourn —_ 10 o’clock tomorrow. 

(Whereupon, at 3:55 p. m., Tuesday, April 7, 1953, the committee 
was recessed, to reconvene at 0 a. m., Wednesday, April 8, 1953.) 





ffer- 


rood 


nder 
| ap- 
the 
ined 
uite 
f at 
ome 
Sec- 
dis- 
r if 
1ere 


yr at 


hat 
1 he 
one. 
ore 


our 
her 
the 


ing 
the 
get 
ne- 


the 
his 


at. 
ure 


tee 


TREASURY AND POST OFFICE APPROPRIATIONS 
FOR 1954 


WEDNESDAY, APRIL 8, 1953 


Unrirep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room F-82, 
The Capitol, Hon. Joseph R. McCarthy (chairman of the subcom- 
mittee), presiding. 

Present: Senators McCarthy, Bridges, Saltonstall, Dirksen, May- 
bank, and McClellan. 


TREASURY DEPARTMENT 
Bureau or [nrernat REVENUE 


STATEMENTS OF T. COLEMAN ANDREWS, COMMISSIONER OF INTER- 
NAL REVENUE; JUSTIN F. WINKLE, ASSISTANT COMMISSIONER 
(OPERATIONS); NORMAN A. SUGARMAN, ASSISTANT COMMIS- 
SIONER (TECHNICAL); T. C. ATKESON, ASSISTANT TO THE 
COMMISSIONER; HAROLD A. SERR, TECHNICAL ADVISER TO 
HEAD OF ALCOHOL AND TOBACCO TAX; AND JOE N. McCOLLUM, 
BUDGET OFFICER 


BUDGET ESTIMATE 


Senator McCarruy. The subcommittee will come to order. 

Before proceeding with your statement, Commissioner, we will 
place two items in the record. 

Weare meeting today for the purpose of considering the 1954 budget 
estimates for the Bureau of Internal Revenue. 

The revised budget is $266 million, as compared to $270 million ap- 
propriated for 1953, which is a decrease of $4 million. 

I might also point out that the printed budget figure for 1954 is 
$272,500,000, which is an increase of $2,500,000 over the 1953 appro- 
priation, and a decrease of $6,500,000, as compared to the revised 
figure of $266 million. 

In connection with that, I am going to submit for the record the 
summary statement prepared and submitted by the Treasury Depart- 
ment, both for the revised estimate and the printed budget. 

85 
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(The material referred to follows :) 


SALARIES 


AND EXPENSES, 


BurRBAU oF INTERNAL 


APPROPRIATIONS, 


1954 


REVENUE 


Analysis of reductions recommended in 1954 budget estimates 








1954 printed budget Reductions 1954 revised budget 
estimates 
Activity | j = 
Average Average | , Average | 
positions Amount positions | Amount | positions Amount 
1. Interpretation of revenue law | | 
ind rt er 1,041.4 | $5, 604, 332 1,041.4 $5, 694, 332 
2. Investigation and audit of tax 
retur 26, 059. 7 (138, 032, 658 26, 059.7 | 138, 032, 658 
3. Collection of delinquent tax 
ccounts 6, 262.5 | 26, 063, 955 | 567 | $2,362,000 | 5, 605.5 23, 701, 955 
4. Taxpayer conference ind | 
ay ! 2,193. f | 13, 571, 689 |} 2,103.5 | 13, 571,689 
Reeu ry, control, and insyx | 
tion work 3, 685.4 | 20, 144, 438 | 94 508,000 | 3,501.4 | 19, 636, 438 
6. Processir returns, remittances, | 
I documen wd 
( 16, 360.5 | 66, 911, 423 1,044 3, 630, 000 | 15,316. 5 63, 281, 423 
Stati portir 426, 0 1, 680, 274 | 136.0 1, 680, 259 
B. Exec ive direction 53. 7 11, 246 | 53.7 401, 246 
lotal %}, 002.7 (272, 500, 000 1, 70 6, 0, 000 | 54, 207.7 i 266, 000, 000 
' 
EXPLANATION OF REDUCTIONS 
3. Collection of delinquent taw accounts.—Revision of procedures to include: 


(a) elimination of distraint warrants for amounts under $10; (b) elimination 
of certain types of production reports; (c) mailing of second notices prior to 
sending account to warrant stage; (d@) screening of all accounts of under $100 by 
a review of the related tax returns, and (e) rewording of certain bills and 
notices to increase their effectiveness, $2,362,000. 

5. Regulatory, control, and inspection work.—Discontinuance of the inspection 
of retail dealers in connection with the detection of re-filled liquor bottles with 
non-tax paid or inferior spirits; and, discontinuance of the checking of retail and 
wholesale liquor dealers for the special tax stamp, $508,000, 

6. Processing returns, remittances, information documents, and claims. 
(a) Effect a reduction in number of excise-tax returns to be received, assessed, 
processed and filed by placing on a quarterly rather than monthly basis; (b) Cur- 
tailment of matching operations to provide (1) limited sampling of employers 
returns (Form W2a) verified against employees returns (Form W2); (2) limited 
sorting and matching of informational forms 1099. In both instances sampling 
will be done by selecting certain surname initials for processing, $3,630,000. 
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Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act peaatiaegied penta _. $270, 000, 000 
Supplemental appropriation for 1953_~.~-_- etd bidainndhl ides wth om 
Total appropriation, 1953 Sieh din dicniehaeniapinidiletiiees .. 270,000,000 
Reductions : 
2. Investigation and audit of tax returns__.____. $2, 897, 424 
8. Collection of delinquent tax accounts_- 474, 364 
4. Taxpayer conferences and appeals_- netmialee 34, 404 
5. Regulatory, control, and inspection work __- 221, 310 
6. Processing returns, remittances, information 
documents, and claims ‘li _... 2,248, 600 
Total wie : bel eeke le . 5,876, 102 


Additions : 
1. Interpretation of revenue laws, and ruling 


services bi a fae dik instal a 987, 672 

2. Investigation and audit of tax returns... 1, 368,921 

8. Collection of delinquent tax accounts___--~~- 276, 236 

5. Regulatory, control, and inspection work__-_ ~~ 187, 272 
6. Processing returns, remittances, information 

documents, and claims__- : dient 981, 001 

Total Cy. ees ‘ sbi bd datitnabnds 801, 102 











Adjustment in base (net) ~~~ spt hdiiltinia dant —2, 075, 000 
Appropriation base for 1954 _—" cabal baci ab ioe 267, 925, 000 
Increase over appropriation base for 1954__ ~- Sbtaeeds saci 4, 575, 000 
Appropriation estimate for 1954 ‘a bl ~ 972. 500, 000 
Increase from total appropriation, 1953 ‘ mt $ 2, 500, 000 


Comparison of appropriation base with appropriation estimte for 1954 


aii 
Appropriation base Appropriation esti- Increase (+-) or de- 
for 1954 mate for 1954 crease (—) 


Activity — 





| Average Average Average 
positions Amount positions Amount positions Amount 
1. Interpretation of revenue laws, 
and ruling services 1,041.4 | $5, 694, 332 1,041.4 | $5, 694, 332 
2. Investigation and audit of tax | 
returns 26, 059. 7 |138, 032, 658 | 26,059.7 |138, 032, 658 | 
3. Collection of delinquent tax ac- | | 
counts | 5, 400.5 | 21,488,955 | 6,262.5 | 26, 063, 955 862 | $4,575,000 
4. Taxpayer conferences and ap- | | 
peals | 2,103.5 | 13,571,689 | 2,103.5 | 13, 571, 689 
5. Regulatory, control, and inspec- 
tion work | 3,685.4 | 20, 144, 438 3, 685. 4 | 20, 144, 438 
6. Processing returns, remittances, | | 
information documents, and | | 
claims | 16, 360.5 | 66,911,423 | 16, 360.5 | 66, 911, 423 
7. Statistical reporting | 436.0 | 1, 680, 259 436. 0 1, 680, 259 
8. Executive direction | 53. 7 401, 246 53. 7 401, 246 
Total | 55, 140.7 |267, 925,000 | 56,002. 7 |272, 500, 000 RH2 4, 575, 000 
Adjustment in base (net) | +65. 0 |4+-2, 075, 000 65 2, 075, 000 
} 
Total, appropriation 1953, and | 
appropriation estimate for | 
1954... | 55, 205.7 |270, 000,000 | 56, 002.7 |272, 500, 000 797 2, 500, 000 


i | 
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PREPARED STATEMENT 


Senator McCarrny. At this point we will insert the prepared 
statement of Commissioner Andrews. 
(The statement referred to follows :) 


STATEMENT OF T. COLEMAN ANDREWS, COMMISSIONER OF INTERNAL REVENUE 


Mr. Chairman, in accordance with a recent revision in our estimates we are 
asking for $266 million for the fiscal year 1954 for the operations of the Bureau 
of Internal Revenue. This is a decrease of $4 million under the amount appro- 
priated for the fiscal year 1953. 

As you know, the details of our estimates were worked out before I took office 
on February 4. Accordingly, I am in no position to defend each of the detailed 
items. 

Instead of attempting to do so, and if agreeable with you, I would prefer at 
this time to tell you just how I intend to go about the job of administering the 
tax laws which the Congress has enacted and then we shall go into any of the 
details you want us to in the light of my overall policies. 

Before I took the job as head of the revenue service, my work furnished me 
with many opportunities to observe impartially how this business of tax collection 
was being run from a practical standpoint. 

On many occasions I have had direct contact on actual cases with various 
revenue offices and with individual examining agents, appellate officers, and 
others. Moreover, I have been fortunate in having rather wide contact with 
many tax practitioners through my association with various organizations. 

These experiences have helped me to reach some very firm convictions as to 
certain policies which I propose to pursue. Since the amount of money which 
ean be made available to carry out these policies is a matter for you gentlemen 
to decide, I believe you will wish to know some of the things about which I am 
thinking 

POLICY APPROACH 


First: I have heard many complaints concerning the disposition of certain 
people in the Department and the Bureau to write regulations to obtain revenue 
results which were not clearly in accordance with the intent of the Congress. 
Steps have already been taken to see that this is not done in the future, and as 
we find situations of this kind in existing regulations the necessary corrections 
will be made. 

Second. Information has reached me that taxpayers, especially those in the 
business community, are encountering many difficulties in getting their tax cases 
settled because of fear on the part of our agents or other causes. Positive action 
is being taken to correct this situation so that our men can look these taxpayers 
straight in the eye and give them the answers justified by the facts in each 
case without delay and without fear or favor. 

Third: Occasional criticisms have been made as to failure of the Bureau’s 
recent reorganization in respect to certain isolated phases to accomplish the 
efficiency intended, or as to the basis upon which certain appointments were 
made under the reorganization. Each of these criticisms has been, and is being 
given, close scrutiny by impartial officials whom T have brought in for that pur- 
pose. These men are wholly new to the Bureau, have had no prior association 
with the reorganization plan, and thus can be expected to appraise each situation 
in a completely objective manner. I can assure you, therefore, that whatever 
changes in this respect which I find to be necessary or advisable, I will make. 

Fourth: Many reports reached me prior to joining the Bureau concerning 
the total failure on the part of some of our citizens to even bother with filing 
tax returns. Many other reports concerned the failure to report properly on 
returns which were filed. From spot checks which I have been able to make in 
the short time since my appointment, it is very evident that there has not been 
sufficient manpower assigned either to the job of canvassing for delinquent re- 
turns or to the audit of returns. While I recognize that the question of money 
available for these purposes is closely tied in with your decisions relating to 
the overall expenditures of Government, and one that in the last analysis must 
be met by you, I want to say that, in the meantime, I am committed to the policy 
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of applying every dollar which I can save in the nonrevenue agent field to the 
hiring of more revenue agents. To that end I propose to pursue most diligently 
my search for operating improvements which will permit us to divert some of 
our money for added revenue agents. 

Fifth: I have been appalled at the waste suffered by our economy through loss 
in production and wages lost by the long lines of people who stand in line each 
year at our offices seeking assistance in the filing of tax returns. We are proud 
of the fact that, on the average, the time lost by these people this year was 
greatly reduced. However, this improvement has been accomplished by bring- 
ing almost to a standstill our regular audit work. There must be a better way 
of meeting this problem, and I have directed that it be explored from 2 angles: 
1, through further simplification of the returns and instructions and, the other, 
through the actual elimination of the need to file returns by those whose tax is 
fully withheld. 

Sixth: The revenue service is fundamentally a technically skilled collection 
service designed to deal professionally with the complex problems of tax deter- 
mination and not a cloak-and-dagger agency primarily devoted to the enforcement 
of criminal statutes. A significant portion of its investigative work is, of nec- 
essity, related to the criminal aspects of tax enforcement. I have been informed, 
however, that in recent years a disproportionate amount of the Bureau’s appro- 
priations has been applied to the wagering tax and the drive on racketeers 
notwithstanding the fact that Congress failed to provide funds for these purposes, 
I propose to reexamine the allotments which should be made to investigative work 
of this character and if they are out of balance, I will correct the situation. 

Seventh: The work of the revenue service is affected by and closely related 
to that of the Joint Committee on Internal Revenue Taxation and many agencies 
of Government including State and local governments. I have already adopted 
the policy of giving and seeking complete cooperation of all concerned to the end 
that total governmental costs are reduced and revenue administration is improved. 

And finally, I have taken steps to insure that new life is injected into our over- 
all planning to the end that totally new and better ways are found for accom- 
plishing the tasks assigned to us by the Congress. I want the revenue service 
to be be just as effective as possible in the collection of all the taxes that are due 
with the least possible cost to the Government and the taxpayer. I am as in- 
terested as any of you in seeing that we get a balanced budget, and I am going 
to do everything within my power to take care of the tax receipt side of the budget 
with as little burden as possible to the expenditure side. 

Having disposed of the general policies with which I am approaching my work 
as Commissioner, I believe it now is in order to check with you our concept of 
what it is the Congress meant for us to do when it assigned to the Bureau of 
Internal Revenue the administration of all internal-revenue laws. 

Our concept of that assignment is that we are (1) to provide reasonably 
adequate assistance to the taxpayers in understanding their obligation to volun- 
tarily comply with the tax laws; (2) to direct enforcement efforts against those 
who fail to comply voluntarily or adequately; (3) to provide prompt and 
fair appellate service to those who take issue with our enforcement efforts; and 
(4) to provide supervision, procedures, and techniques which will insure eco- 
nomical and businesslike conduct of all operations of the revenue service. 

The extent to which we can give effect to this concept of what it is the Congress 
expects us to do is determined largely by the amount of money provided by your 
committee. 

For that reason you will need to know the nature and scope of the programs on 
which our estimates of $266 million are based. With your permission, I should 
now iike to turn to a brief discussion of each of our major programs, 


ASSISTANCE TO TAXPAYERS 


Faced with the fact of 1 internal-revenue employee to every 1,000 Federal tax 
accounts and 1,700 tax returns, it is obvious that we must rely heavily on the 
good will of taxpayers to ascertain what their tax responsibilities are and to 
come forward voluntarily and discharge them. And that is as it should be. 

The function of Government should be to supply those services which will tend 
to encourage the continued exercise of good will. To this end our plans in 
providing assistance call for (1) quicker issuance of regulations and rulings, so 
that the public will know the rules governing tax compliance; (2) inereased 
facilities for helping those who come to us for help in making out their returns; 
(3) a forward-looking training program for the present and future taxpayers of 
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school age to help raise the level of voluntary compliance in the years ahead; and 
(4) renewed efforts in the matter of simplified forms and instructions. 

Prompt issuance of regulations.—One of the most essential functions is the 
issuance of rules and regulations for determining tax liability, to make it easier 
for taxpayers to compute their taxes correctly, to provide certainty as an aid to 
business and other groups, and to lay the groundwork for fair and economical tax 
administration. An all-out effort has been underway since the reorganization 
of the Bureau to complete the issuance of the regulations under the Revenue 
Act of 1950, the Excess Profits Tax Act of 1950, and the Revenue Act of 1951. 
As of January 31, 1953, 4 regulations and 99 Treasury decisions had been issued 
in final form under these revenue acts. Forty-seven Treasury decisions had 
been published as notices of proposed rulemaking as of that date. For the 
purpose of indicating the importance, nature, and scope of the work entailed in 
the preparation and issuance of regulations and Treasury decisions, I am attach- 
ing as exhibit A, a record of the Treasury decisions and notices of proposed 
rulemaking published in 1951, 1952, and in January 1953, under the Revenue Acts 
of 1950 and 1951 and the Excess Profits Tax Act of 1950. 

In his state of the Union message to the Congress, President Hisenhower 
pointed to the need for simplification of the tax laws and regulations thereunder. 
It is my purpose to see that the issuance of simplified regulations, as well as 
the large volume of interpretative rulings and decisions requested of the Bureau, 
is brought to a current condition and maintained there during 1954. To that 
end, the estimates before you provide for the allocation of some additional man- 
years of effort in this field. These additional man-years will be obtained through 
equivalent reductions in other activities. 

Increased facilities for helping tarwpayers.—The increased facilities for helping 
those who come to us for help in making out their returns have been adopted as 
a permanent policy. It is unfair to taxpayers who come to the Bureau for help, 
generally taxpayers in the lower income brackets, to lose several hours’ pay as a 
result of standing in line. Moreover, the production needs of the economy 
should not be penalized because workers must be absent from their jobs for 
several hours while waiting for help to file their income-tax returns. The more 
taxpayers we can help to make out their returns correctly when filed, the fewer 
of them will we have to find and audit later. Also we have found that the 
filing period offers an excellent opportunity for aiding taxpayers to better 
understand their Federal tax obligations and, thus, become trained to file cor- 
rect returns on their own in future years. And finally, prompt and capable 
assistance on our part engenders good will and encourages a healthier attitude 
toward voluntary tax compliance. 

Last year the Bureau devoted about 2,800,000 man-hours of effort at a cost 
of about $6,500,000 to the assistance of taxpayers who came to our offices for 
help. This was not enough to insure prompt and efficient service. 

This year we embarked upon a more adequate program to reduce the economic 
waste that follows a program of too little taxpayer assistance. This program 
is outlined in exhibit B of this statement. I sincerely hope that you will take a 
few moments to examine it. I do not know as yet what its cost has been in 
man-hours, but I am confident that it is substantially more than last year. 
Unfortunately, however, the added cost has had to be met by a further reduction 
in the number of tax returns examined. 

(Information prepared by Internal Revenue appears on pp. 109-112.) 

School program.—The forward-looking training program for the present 
and future taxpayers of school age which represents the third element in our 
taxpayer assistance program was recently launched by the preparation of an 
instruction kit which has been mailed to each of the 28,000 secondary schools. 
One of the chief purposes of this program is to help the hundreds of thousands 
of working students required to file individual income-tax returns. This pro- 
gram shonld permit these young taxpayers to file correct returns without com- 
ing to Bureau offices for help and without losing time from their classes or 
work. 

This kit includes enlarged copies of tax returns suitable for classroom use, 
accompanied by a teaching script. This material has been enthusiastically re- 
ceived by the schools throughout the country, and we have been receiving hun- 
dreds of requests for extra copies. While T have not attached a copy of this 
material as an exhibit, because of its size, I would like to pause for a moment 
to have a set shown to you. The cost of this program to the Bureau is pri- 
marily one of printing, which aggregated $30,000 for the 60,000 sets printed 
this vear, since the schools integrate the tax materials into their regular cur- 
ricula 
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This phase of our assistance program has tremendous potential in teaching 
tax obligations and duties and in raising the level of taxpayer compliance in 
the years ahead. With the helpful suggestions of teachers we expect to im- 
prove this program and add to its usefulness from year to year. 

Summary of assistance program.—By way of summing up this phase of our 
programs, we have taken those steps which we believe essential and practical 
to translate the revenue statutes, as enacted by the Congress, into language 
and form helpful and necessary to assure high level compliance. We have made 
it more convenient for the taxpayer to obtain the information and help neces- 
sary to improve his voluntary compliance, and we have laid the foundation for 
much better training of the taxpayers of the future. These aids to correct tax 
compliance are rights to which taxpayers are entitled. It is our duty to pro- 
vide these services. It also is to our interest to do so, since they improve the 
ability and willingness of taxpayers to voluntarily comply with the tax laws. 


MORE POINTEDLY DIRECT OUR ENFORCEMENT EFFORTS AGAINST THOSE WHO FAIL TO 
VOLUNTARILY COMPLY 


Despite more and better effort to obtain voluntary compliance, there will 
always be troublesome taxpayer segments which, through carelessness, ignorance, 
or willfulness tend to shift unfair portions of the tax burden to those who are 
voluntarily carrying their fair share of the burden. 

These segments must be reduced to a m.nimum to avoid discouragement and 
desertion from the ranks of those who are already carrying their fair share. 

Our problem is to isolate these segments and to attack their worst elements 
in the most efficient and effective manner possible. 

There are four broad enforcement areas with which we are concerned namely, 
(1) delinquent returns and back-tax collections; (2) audit of tax returns; (3) 
fraud investigations; and (4) regulatory supervision, 

(1) Delinquent returns and back-taw collections—In the area of delinquent 
returns and back-tax collections, we find ourselves currently in an undesirable 
position. This is primarily due to the fact that we have devoted insufficient 
manpower to this phase of our work in recent years. 

During the fiscal years 1944 through 1947 the annual average number of 
delinquent individual income-tax returns obtained through canvass averaged 
close to 400,000 with accompanying delinquent taxes of $75,000,000. From 1948 
through 1952, the average dropped to 67,000 returns and the tax to $28,000,000. 

An even worse situation exists with respect to returns filed, both as to un- 
examined returns on which the taxes voluntarily declared are not paid, and as 
to examined returns resulting in agreed deficiencies which are not paid. 

In about 2 million of these cases distraint warrants are issued each year as 
a step toward forcible collection. As of December 31, 1952, the number of 
warrants outstanding and the amount of taxes involved had reached an all- 
time high. The number of warrants totaled 1,201,758 covering delinquent taxes 
of $833,775,771. 

No well-run business can afford to let its accounts receivable get out of hand. 
We have taken many steps intended to reduce this large backlog of warrants, 
such as sending more demand notices prior to issuing the warrants and using 
collection letters rather than resorting to the more expensive method of personal 
visits by collection officers; offsetting current-year tax refunds against out- 
standing taxes and inclusion of a question on unpaid tax accounts on the indi- 
vidual income-tax returns; establishing a uniform procedure for warrant prepara- 
tion; and issuing a policy directive assigning a higher priority to the collection 
of delinquent accounts than to the audit of tax returns. These actions have 
increased the actual number of warrants collected, but the increase has failed 
to keep pace with the growing number of warrants to be collected. 

The further behind we get in this work, the harder it becomes to collect the 
outstanding delinquent accounts, and the greater is the likelihood of the eventual 
writeoff of many of these accounts as uncollectible. Consequently, we have no 
choice but to ask you for funds to have additional manpower for this task. The 
volume of delinquent tax written off as uncollectible has been gradually climbing 
from an annual average of $17,500,000 during the 194447 fiscal years to about 
$40 million for 1948-52 period. The amount written off during 1952 was 
$51,067,000. 

The investigative staff of your committee in its report of February 3, 1948, 
brought out the fact that there were 312,000 warrants which had been outstand- 
ing for 6 months or longer as of July 31, 1947, indicating a probable loss of 
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$15 million. As of December 31, 1952, the number of warrants outstanding for 
6 months or more aggregated 439,963 with probable losses far in excess of the 
$15 million referred to by your staff, 

The steps which we have taken to improve this situation are not sufficient 
within themselves to bring us current. Therefore, the estimates before you call 
for an additional 689 revenue agents (collection officers) with a clerical com- 
plement of 173, all of whom are to be assigned to this phase of our enforcement 
effort. After the delinquency work is brought under control, these additional 
revenue agents will be gradually moved into the work of auditing tax returns, 

(2) Auditing of tar returns.—The second phase of our enforcement program 
relates to the examination of tax returns. This is truly a mammoth task. The 
record shows that this aspect of tax enforcement has been attacked in many 
different ways over the past years, but at no time has there been a completely 
satisfactory approach. The number of returns examined has always been too 
small in proportion to the number filed. It was this situation which caused the 
advisory group of the Joint Committee on Internal Revenue Taxation to con 
clude in 1948 that “The enforcement activities of the Bureau of Internal Revenue 
are now spread so thinly over the entire field of federal taxation that taxpayer 
compliance with the requirements of the code is deteriorating at a dangerous 
rate.” 

Since that time, of course, many things have occurred which have tended to 
improve our efficiency. That is, we have a more effective audit organization and 
more efficient audit procedures. Consequently, we can obtain more tax enforce- 
ment per dollar of enforcement outlay. However, the enforcement problem is 
so big that it dwarfs our resources. Increased efficiency alone cannot solve the 
audit problem. More manpower is needed to examine substantially more returns, 

At the time of the advisory group's finding, the overall program planning of 
the audit program and its execution were divided among a number of separate 
administrative jurisdictions. There was no overall analysis of the entire job of 
allocating the available enforcement manpower. Neither was there any factu- 
ally based and supported concept of the content of the enforcement job in re- 
spect to the various categories of returns. 

In fact, one of the most potent criticisms ever directed at the Bureau in this 
matter of divided administrative jurisdiction was made by the investigative staff 
of your committtee in its report of February 3, 1948, when it stated: 

“Organizationally, the Bureau of Internal Revenue is a decentralized agency, 
staggering under the weight of divided authority, where each unit functions as 
a bureau within the Bureau and where its relations with other units are on a 
cooperative basis rather than on a mandatory basis as is found in a centralized 
administrative organization.” 

Among the situations at which this remark was directed was the fact that 
the Excise Tax Unit was responsible for planning and directing a portion of 
the excise-tax audit; the Accounts and Collections Unit was responsible for 
planning and directing the remainder of the excise-tax audit and a portion of 
the individual-income-tax audit; and the Income Tax Unit was responsible for 
planning and directing a portion of the individual-income-tax audit and all of 
the estate- and corporate-income and profits-tax audits. 

Admittedly, the most effective program planning and manpower allocations 
were virtually impossible under such circumstances. 

Another finding of great significance by the advisory group of the Joint Com- 
mittee on Internal Revenue Taxation related to an understanding of the content 
and nature of the audit job. This concerned the audit of a random sample of 
filed returns which would serve to provide quantitative measures of misreporting 
in various tax areas and which could be used to devise rules for selecting returns 
for audit in subsequent years. 

The problem of separate audit jurisdictions has been solved by placing “reg- 
ular” audit work, excepting racketeer and fraud cases, within a single Audit 
Division in each of the 64 offices of directors of internal revenue. The overall 
planning and programing for this “regular” audit work is now the responsibility 
of a single Andit Division located in the headquarters office at Washington. 

The problem of ascertaining the categories of returns to be selected for audit 
has been substantially improved through the audit-control program which was 
designed to meet the recommendation of the advisory group of the joint com- 
mittee. The nature of this program has been described to you in previous 
hearings j 

The information and analyses obtained from this program have led to a more 
effective use of manpower by providing objective information respecting the tax 
errors made by taxpayers. 
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Specific changes resulting from these studies have been (a) the development 
of a special exemption schedule for all individual-income-tax returns to cut down 
on the errors made by taxpayers in claiming the exemptions of close relatives 
other than children (6) the requirement on individual-income-tax returns. Form 
1040, that all dividend and interest sources be itemized; (c) the elimination 
of the handling of about 40 million individual-income-tax returns by examining 
officers for purposes of audit classification, and (d) the development of a more 
effective classification procedure for selecting returns for audit from the re- 
mainder of the individual returns. 

A new “regular” audit program for 1954 has been developed to obtain the 
benefits of the integrated audit authority placed in the directors’ audit divisions 
under the reorganization of the Bureau. The core of this new program is the 
framework provided for selecting for examination each year the 2.5 million indi- 
vidual-income-tax returns (the estimated capacity to examine) most urgently in 
need of correction out of the 55 million returns which are filed annually. 

To provide audit coverage for all tax returns at all levels of income, the new 
program requires (a) assignment to revenue agents for examination of about 
125.000 Form 1040 business returns with adjusted gross incomes of $30,000 and 
over and nonbusiness returns with incomes of $50,000 and over; (0) screening 
by experienced examining officers of about 1,500,000 Form 1040 returns with 
adjusted gross incomes under the foregoing amounts but not less than $10,000; 
and (c) sorting, by low-cost clerical personnel, of the remaining 53,500,000 Form 
1040A and Form 1040 returns with incomes under $10,000 between relatively 
“productive” and “unproductive” groups. 

The productive groups ol)tained in (¢c) above number about 13,500,000 returns, 
which are then screened by experienced examining officers to select those most 
urgently in need of examination. Some of these productive returns with “high” 
refunds will be audited prior to the issuance of tax refunds in order to avoid 
erroneous refunding and resulting difficult collections problems. The relatively 
unproductive groups, about 40,000,000 returns, are not screened. Selections, of 
a very limited number, for examination are made, however, by following “leads” 
from unmatched and mismatched tax-credit documents (Forms W-—2 and W-2a), 
income information documents (e. g. Forms 1099), and examinations of related, 
returns, 

The program further provides screening methods for selecting other income- 
tax returns filed by corporations, partnerships, and fiduciaries. Also, it clearly 
enunciates the new Bureau policy of examining, wherever practicable, all Federal 
tax returns filed by a business taxpayer at the same time that the income-tax 
examination is being made. To help implement this policy, provision is made to 
associate the related payroll and excise-tax returns with all “automatic” Form 
1040 business returns and “automatic” corporation-income-tax returns. 

In appraising the new audit program, a number of items should be noted. 
(1) It more specifically directs the screening efforts of examining agents to the 
15,000,000 more productive individual returns; (2) it gives the examining agents 
more time for actual examination work because of the elimination of the need 
to sereen 40,000,000 individual returns which formerly was required; and (3) 
it encourages a full-coverage examination at the same time of all classes of 
Federal taxes to which a taxpayer is subject. 

It is within this general category of “regular” audit work that we can expand 
or contract our efforts, depending entirely upon the manpower available to us. 
The number of returns in this group is 15,000,000, and present indications are 
that we will audit some 2,500,000 of them. The size and nature of these returns 
are such that we could audit with profit at least another 5,000,000 if we had 
the manpower. On the other hand, the number we estimate that we can 
audit with the funds requested will have to be reduced if the additional force 
requested for back tax collections work is not provided, or it will have to be 
reduced if added manpower becomes necessary in some other more pressing 
area. In other words, this is the only area in which major adjustments in our 
forces can be made as a result of substantial budget changes or as a result of 
large unforeseen contingencies. 

(3) Fraud investigations.—The third facet of our enforcement program, to 
which I referred at the outset of the discussion relating to this subject, concerns 
our fraud investigations. During the 1952 fiscal year, 598 individuals were 
convicted of tax evasion, 248 of which were classified as racketeers. Additional 
taxes and penalties asserted in these cases totaled $250,000,000, of which amount 

56,000,000 pertained to the racketeer class of tax evader. Fines levied in the 
court cases totaled $2,900,000, and prison sentences amounted to 567 years. 
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Fraud investigations originate in many ways: (a) Referral from revenue 
and collection agents who discover indications of fraud during their examina- 
tion of a taxpayer's affairs, (¥) investigation leads from informants, (c) re- 
ports from banks, other Government agencies, end local law-enforcement officers, 
(d) newspaper items and personal observations of agents, and (e) analysis of 
suspected fields of evasion. The enforcement principle is that vigorous and im- 
partial action be taken against those who seek to evade their due portion of 
the tax load, to the end that honest voluntary self-assessment and payment will 
be the common practice of all taxpayers. Approximately 1,100 special agents, 
plus about 300 officers from other divisions temporarily detailed as special 
agents have been assigned to tax-fraud investigations. During fiscal 1952 their 
cases resulted in assertions of additional tax and penalties amounting to $169,- 
OUU per agent. 

The racketeer program of the Bureau has been very effective in the Govern- 
ment’s overall program for taking action against organized crime and its leaders. 
For many years the Bureau moved effectively against tax-evading criminals and 
will continue to do so. Constant efforts are made to identify and list those 
persons concerned with the many types of rackets and the tax affairs of these 
suspects are examined as promptly as is possible by the limited number of special 
agents available for such work. ‘These cases are difficult, even hazardous and 
often very time-consuming but the Bureau is aware of the importance of the 
program and its overall benefit to the Nation. The racket squads in the various 
field divisions include special agents, examining officers, and collection officers 
with an approximate average strength during the past 2 years of 1,750. During 
an 18-month period ending December 31, 1952, the work of these squads resulted 
in the assertion of additional tax and penalties amounting to $133,800,000 and 
recommended prosecution of 671 violators. 

In addition to the tax-fraud work discussed above, which is almost wholly 
income-tax frauds, there is the problem of enforcement of the wagering-tax law 
pertaining to bookmaking, lotteries, numbers, ete. Voluntary compliance with 
this statute has been meager due to a court case questioning its constitutionality, 
but as of March 6, 1953, this issue was settled by the Supreme Court. The 
gambling operators will hereafter have little excuse for noncompliance. It is 
proposed to see that they comply by purchasing the necessary tax stamp and 
submitting returns on their gambling profits. For the 13-month period ending 
December 31, 1952, fraud cases made under this law resulted in recommending 
prosecution of 833 violators and the assertion of additional tax and penalties 
amounting to $10,800,000. 

The criminal aspect of tax enforcement is an essential part of the tax- 
administration system. Its effectiveness is in direct proportion to the number 
of well selected, properly trained, and well-led special agents assigned to such 
duties. The Bureau proposes to give this part of its program due and proper 
attention, considering the total needs of a well-balanced tax-enforcement system 
and the total funds available for tax administration. 

(4) Regulatory supervision.—The last item involved in our enforcement pro- 
gram concerns alcohol and tobacco taxes. Since the work of this activity depends 
on certain external factors which are not subject to control by the Bureau, such 
as the scale of operations of the alcohol industries, size of the stocks in bond, 
and the activity of illicit traffic in alcoholic beverages, it is not possible to forecast, 
with any great degree of accuracy, the volume of work to be done a year hence. 

Current information indicates the overall workload for 1954 will remain about 
the same as in 1953. It is expected that necessary increases in some operations 
will be implemented by transferring personnel from areas of decrease. Thus the 
expected continued decrease in the need for storekeeper-gager supervision at 
alcoho! plants resulting from large stocks of spirits now warehoused will make 
some personnel available for transfer to other enforcement activities. Further, 
the floor-stocks-tax activity resulting from the Revenue Act of 1951,will have 
reached a peak during the 1953 fiscal year and will be considerably reduced in 
1954. This released manpower will permit a more effective enforcement program 
in the area of inspection of tobacco manufacturers and retail and wholesale 
liquor dealers. Although the retail and wholesale inspections which numbered 
97,800 in 1952, will not reach the total of 288,000 made in 1950, the period imme- 
diately preceding the transfer of inspectors to storekeeper-gager activities be- 
cause of the Korean crisis, it is expected that sufficient storekeeper-gager per- 
sonnel can be reassigned to provide about 150,000 retail and wholesale inspections 
and also a broader enforcement coverage of the tobacco industry. 
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In the case of the tobacco tax, we are now in the process of completely decen- 
tralizing the work from the headquarters to the field offices. In this process 
efforts are being made to simplify the procedures and to develop an appropriate 
inspection program. In the investigative field a more thorough policing of 
illegal activities is indicated by an increase in seizures and arrests. With the 
present quota of enforcement officers, this is made possible by a decrease in other 
activities to which the investigators were required to devote a large portion of 
time in prior years. 

APPELLATE SERVIC# 


Appeals taken by taxpayers from revenue agents’ findings have always pre- 
sented a problem from the standpoint of early settlement and assessment of 
deticiencies. The size of the problem is evidenced by the fact that, as of the 
close of the last fiscal year, close to $1 billion was involved in cases pending 
before the appellate staff, and conferences, on the average, were 18 months away. 
This situation has resulted in: (@) Many taxpayers going directly to the Tax 
Court, and thus jamming its docket; (0) many taxpayers going into the district 
courts; (c) the introduction of bills in Congress for a separate Tax Settlement 
Soard; (d) hindrance to business decisions due to delayed tax settlements ; and 
other undesirable consequences. 

Present policy is aimed at bringing this work more nearly current. Among 
the steps taken or being taken to this end are the following: (a) Additional 
inanpower has been assigned to the appellate work for the fiscal year 1953; (b) 
the establishment of the informal conference procedure in the Directors’ audit 
divisions which is designed to reduce the volume of cases going to the appellate 
and (¢) plans to eliminate much of the ofter-in-compromise work from 





divisions ; 
the appellate staff. 

In considering the Bureau’s objective of making reasonably prompt determina- 
tions which reflect proper settlements, two basic factors involved in the appellate 
work should be kept in mind. First, the quantity and quality of appealed cases 
can be controlled to a degree only, for any taxpayer involved in a controversy 
with a director can have the issue referred to the appellate staff merely by filing 
a protest requesting such transfer. Secondly, a tax case cannot be disposed 
of unilaterally ; it can be disposed of finally only by: (a) Agreement between the 
taxpayer and the Government; (0) trial before and decision by the Tax Court or 
other court, or (c) default or other abandonment of the right to carry the con- 
troversy further. The present situation is also complicated by the fact that 
the appellate staff's inventory of cases prior to the reorganization was too large 
for efficient operation, and further by the fact that the appellate divisions are 
presently engaged in the task of absorbing the functions and training the per- 
sonnel of the former agents’ conference sections. 

It is my purpose to do everything possible to see that this important phase 
of our operations is stepped up during 1954 so that the many undesirable con- 
sequences of a lag in this work may be eliminated. 


SUPERVISION TO INSURE BUSINESSLIKE OPERATIONS 


We come now to the final point which I made as a part of the concept of our 
duties, namely, that of providing supervision, procedures, and techniques which 
will insure economical and businesslike conduct of all operations of the revenue 
service. 

1 note from the record much previous activity in this field. Among which is 
a report by staff investigators of your committee which I am told contributed 
many valuable ideas and suggestions. We welcome the visits of your present 
staff and are confident they also will be productive of much good. 

In addition I have noted the report of the advisory group of the joint com- 
mittee which was authorized by the 80th Congress; reports of the management 
engineers which were paid for out of funds authorized by your committee; and, 
reports of the so-called Wiggins committee. 

I have read the record of prior hearings and have been impressed with the 
long lists of improvements that have been made which have resulted in large 
actual savings and improved quality of output. 

But I have told my men “Let's not point to the record of what has been done, 
but let’s take it from here and see how much more we can do.” 

The business of tax administration is one that is extremely complex, and 
often it is difficult to effect changes of any substantial nature without con- 
gressional authority. But we propose to go the limit in identifying and find- 
ing answers to all the obstacles which hinder us from running a truly business- 
like operation. Many of the new ideas which we will explore may not pay off 
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but I am sure that you would wish us to explore fully every avenue which ap 
pears to offer practical benefits. This I propose to do. 

As an indication of some of the work now under way in this fleld, I should 
like to hand you at this point for your perusal at some more convenient time 
a digest of some of the items taken from our program entitled “Planning Ahead.” 

Outside of these specific projects, I should like to emphasize other areas of 
activity calculated to make us more businesslike. 

These include increased training; more careful selection of supervisory per 
sonnel; further decentralization of work and authority; more intensive opera 
tional audits; tighter liaison between headquarters and field officials; and 
through more effective leadership restored morale of all internal-revenue em 
ployees 

This concludes the presentation of the major programs which T envisage for 
1954 and I will be happy to have you proceed with the hearings along any lines 
you may wish. 

Exurerr A 
EXCESS PROFITS TAX ACT OF 1950 


TREASURY DEcIsIons 


Treasury 
. y Date ap- 


Sarr Sublec . | .c r 
Bection of act ubject matter —" i proved 
101 Imposition of excess profits tax | Regs. 190 | Mar 1, 1951 
Pt. IT, excess profits credit based on income in connection \ 565 Nov. 13, 1951 
vith certain exchanes 
lentative determinations of devressed industry groups 5820 | Feb. 2,195) 
und the tentative adj isted rates of retyrn therefor, | 


tentative ind stry base period yearly rates of return 
ind tentative industry base period rates of return 





First taxable year under sbch. D (sec. 454, I. R. C.) OG Dee. 16, 1952 
Installment basis taxpavers (sec. 455, I. R. C.) 072 | Jan. 16,1953 
Corporations which mine strategic minerals (sec. 450, 59238 Aug. 4, 1952 
I. R.C 
Nontaxable income from exempt excess output, minéral 5953 | Dec, 2,1952 
propertie ec, 453, I. R. ¢ 
Final determination of denressed industry ibgroups 5008 | June 3, 1952 
und adj'isted rates of return therefor; industry base 
period yearly rates of return and industry base period 
rates of return (sec. 447, I. R. ¢ 
m1 fc Regulated investment com ~anie 5949 | Nov. 28, 1942 
201 (d) and «& Paxation of sin ncome of certain tax-exempt organi 5028 Aug. 28, 1952 
zations for taxable years beginning after Dec. 31, 1950 } 
ami, 202 rtax on corporations: credits of corporation 59%) | Dee 2, 1952 
2% Rat f tax, fiscal year tax ayer i | Dec, 20, 1962 
301 Consolidated retirns (revision of sec. 141) 525 Aug 4, 1952 
202 Foreign tax credit O75 Jan. 28,1953 
a3 Expenditures for advertising and goodwill 5046 | Nov. 10, 1952 
"M4 (a) and Ct lentative car back AOA Oct. 31, 1942 
304 (f echnical amendment (supplement 8, personal service fac | Oct 6, 1951 
oration 
304 (e) Comoutation of net onerating lo lednetion 5953 Dec, 18, 1952 
30 I i” dat r returns, June 30, 1950, to Dee. 31, 1950 BROT Oct. 18, 1951 
Miscellaneou Consolidated-income and ex profits tax return Regs. 120 | June 27,1951 
lime extended for filing income and exe profits tax 5835 | Mar. 13, 1951 
retrirns of members of a group of affiliated cornoration 
for taxable years ending after June 30, 1950, and before 
Mar. 1, 19° 
rime extended for filing income and exce profits tax 6844 | June 13,1951 
| returns of members of a group of afiliated corporations 
for taxable years ending after June 30, 19%, and before 
Mar. 1, 1951 
Norticks of Prorosgn RULE MAKING 
Section of act ubject matter | published 
101 Dividends received, dividends in kind (sec. 433 (a) (1) (A) and (b) Nov. 15, 1952 
LR. ¢ 
| Abnormalities in income (sec, 456, 1. R. C.) Dec. 4, 1952 
Excess profits credit of regulated public utilities (sec. 448, I, R, C.) June 27, 1952 
Blocked foreign income (sec. 433 (a) (1) (B), IL. R. C.) Dec, 16, 1952 
Loans to foreign subsidiaries, effoct on excess profits credit July 10, 1962 
Accrued or imposed Federal taxes (sec. 437, I. R. C.) Dec. 13, 1952 
304 id Exempt excess output Nov. 15, 1952 


306 * Payments to encourage exploration and development of mines Do, 
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h ap REVENUE ACT OF 1950 
hould TREASURY DECISIONS 
time 
ead.” lreasury 
Section of act Subject matter Decision 
as of No 
per 
pera 101-103 Individual income taxes, rates 5O44 
121 (f) lax under consolidated returns, increase in rate 5925 
and 121, 122, 201 (a) Corporation income taxes, credits of corporations surtax 5950 
+ em on corporations 
121 (@) () Increase in rate of life insurance company taxe SRS 
121 (c), 222 Regulated investment companie hoe 
» for 131 Rates of tax, fiseal year taxpayers 60 
lines 141, 142, 202, 221 (f) Withholding of tax at source on wages SRR 
“V1 Income from discharge of indebtedne ARO 
V2 Exemption for members of Armed Forces serving in 5R32 
combat ares: 
203, 217 rreatment of bond premiums in case of dealers in tax 5860 
exempt securities, amortization of premium on con 
vertible bond 
204 Circulation expenditures of newspapers, et §R73 
205, 219 Installment payments and returns of estates and trusts; ARO 
payment of tax withheld at source from ncnresident 
aliens 
Ip- 206 Election as to recognition of gain in certain corporate 5856 
ed | liquidations 
210, 211 Capital gains and losses, short sales of capital assets 5881 
213 | Capital gains of nonresident aliens 
1 1981 214 Recognition of treaty obligations \ 5803 
s, 1051 220 United States employees in possessions and Canal Zone 
221 Residents of Puerto Rico 
1051 91h Net operating loss deductions KOR 
216 Arnortization of emergency facilities 5Rh1 
218 Restricted stock options O11 
220 | ‘Time for filing declaration of estimated tax for 1950 ex 5025 
1059 tended in the case of certain United States citizens 
1953 220 lime for filing returns of income for 1950 extended in 5843 
1052 ease of certain United States citizens 
P 221 (i) and (j) | Collection of taxes in Puerto Rico and Virgin Islands IBS 
1952 223 Definition of personal holding company income 021 
P B01 (b) Denial of exemption of feeder organizations 
19452 BOL (« Fechnical amendment 
331 Denial of exemption of certain organizations and deduct , 1 4024 
ibility of contributions thereto | 
332 Technical amendments 
1952 802 Exemption of certain organizations for past years 
1052 | Charitable, ete., deductions of trust not exempt from 
taxation 5964 
1959 331 Exemption of certain organizations and deductibility of we 
1952 |} contributions thereto 
1952 382 (@), (h) rechnical amendments conforming in case of gift tax 
195% 332 (e), Cf | Conforming technical amendments; estate tax | 5948 
1952 301 laxation of certain exempt organizations } 5V28 
1942 341 Information to be made available to public 5838 
1951 401 | Correcting formula for computing tax of life insurance '} 
companies, years 1949 and 1950 , 5816 
1952 402 Filing of returns for 1949, life insurance companies | 
1951 401 Figure to be used in determining reserve and other policy 5813 
1gs! liability credit for life insurance companies for year | 
1951 | 1949, } 
401 Figure to be used in determining reserve and other policy | 5831 
| liability credit for life insurance companies for year | 
1950 
951 501, 502, 503 Transfers in contemplation of death; repeal of certain 5904 
provisions relating to deduction; reversionary interests 
in case of life insurance, } | 
601 Sales at auction 5819 
602 Retail sales by United States, its agencies, or its instru- 5819 
mentalities 
603 Increase in rate of tax on coin-operated gaming devices. .| 5827 
604 Application of tax to Federal agencies or instrumentali- | 5827 
ties, 
605, 606, 609 Manufacturers’ excise taxes on television receiving sets, 5854 
i | quick-freeze units; articles sold for use of aircraft in 
| foreign trade. 
607 (a) Transportation of persons which begins and ends in the 5929 
159 United States. 
, 607 (b) Tax on transportation of property 6826 
9 609 Articles sold for use of aircraft engaged in foreign trade 5840 | 
W2 
MwA 
2 1 See also Treasury Decision No. 5905, approved May 27, 1952 
52 
52 
81952—53—-—-4 


1954 


47 


Date ay 
proved 


Nov. 10, 1982 
Aug 4, 1952 
Dec 2, 1962 
Feb. 21, 1042 
Nov 8, 1942 
Dec 20, 1942 
Jan. 22. 1081 
Apr. 17, 1081 
Mar 8 104) 


Oct, 18, 1951 


Dee. 7, 1961 
Oct, 18, 105] 
ept. 14, 1981 


Feb. 11, 1962 


Apr. 4,1052 
Dee, 18, 1952 
Aug. 10,1951 
June 56,1962 
Jan. 10,1951 


Dec. 16, 1952 


Nov. 21, 1952 
Aug. 28, 1052 
Apr. 17,1951 
Dec 5, 1950 


Oct. 11,1950 
Mar. 7,195! 


May 27,1952 


Dee _ fi 
Do, 


1950 


Jan 16, 1951 
Do. 


Sept. 13, 1951 


Sept. 2,1952 
Jan. 12,1951 
May 7,195! 











Section of act 


OT 


316 


324 
330 
$30, 
332 
836 

341 


$44 


431, 487 
441 
463 
471 


isv 


7) 
42 


495 


54 





503, 
6 


»0Y 
602 
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1950—Continued 





NOTICES OF PROPOSED RULE MAKING 


Subject matter 


Percentage depletion 


lreatment of certain redemption of stock as dividends 


Redemption of stock to pay death taxes 


vS, 1954 


l'reatment of gain to shareholders of collapsible corporation 





Charitable, etc., deductions of trusts 
REVENUE ACT OF 1951 
TREASURY DECISIONS 
Subject matter 

I ividual income taxes, rates 

Making inapplicable certain provisions relating to 
penalties and additions to tax 

Normal tax on corporations 

Credit of corporations 

( poration returns for certain taxable years 

( lit for dividends received 

Cre dends received on preferred stock of public 

€ 

laxation of business income of certain tax-exempt or- 
ganizations for taxable years beginning after Dec. 31, 
1950 

Regulated investment companies 

Capital gains and losses 

Rates of tax, fiscal year taxpayers 


Percentage method of withholding 


W 


( 


Repeal of pr 


I 
I 


J 
Mu 


we bracket withholding 
mpensation of certain members of the armed forces 
tross income of dependent 
Additional withholding of tax 
ployer and employee. 
ym per tion of certa 
At ment of income tax for 
nvoluntary liquidation and 
tandard deduction 
return after filine separate return 
tual savings banks, buildi and loan associations, 
cooperative banks. 
ife insurance departments of mutual savings banks 
ovisions granting exemption to mutual sav- 
ings banks, et« 
armers, fruit growers, or like associations 
nformation returns as to patronage dividends, rebates, 
or refunds 








on agreement by em- 
n members of Armed Forces 
Armed Forces 

replacement of inventories 





alk 





Election as to recognition of gain in certain corporate 


liquidations. 


Sales of livestock, capital gains treatment 


Net 


)perating loss carry-over 


Nonbusiness casualty losses 


I 


testricted stock options 
redit for taxes of foreign corporations 
laxation of life insurance companies 


War losses 


I 


I 


Ir 
b 


4 batement of tax on certain trusts for members of Armed 
Forces dying in service 

tetailers’ excise tax on toilet 

chanical pencils, et« 

diesel fuel 

icrease in rate of tax on coin-operated gaming devices 

-xcise and occupational tax on wagering 


preparations; tax on me- 


Increase in rate of tax on gasoline and floor stocks tax on 
isolin 
ransportation of excavated material 
Payments from foreign sources for technical assistance, 


tion with respect to certain inadmissible assets 
ix treatment of coal r 


yalties 


Average base period net income 


Adjustments for changes in inadmissible assets in case of 


inks 
secrease in inadmissible assets 
Alternative average base period net income 


Excess profits credit base 


1on income 


Treasury 
Decision 
No 


5944 


5937 


5950 


5928 


5949 
51 


5969 





5891 


5887 


5976 
5932 
5965 


5942 


5954 


5905 


—— 


5907 


5918 





119 
5876 
32 


5883 


5960 


Date 
published 
Nov. 15, 1952 
May §8, 1952 
Oct. 9, 1952 
Oct. 1, 1952 


Date ap- 
proved 


Nov 
Oct. 


Dec 


Aug 


Nov 
Dec 
Dec. 
Apr 


Mar. 





10, 
6 


16 





1952 


28, 1952 








, 1952 
2, 1952 
, 1952 


1952 


, 1952 








Jan. 28, 1953 
Sept. 22. 1952 
Dec. 1952 
Oct. 1952 
Dec. 8, 1952 
May 27, 1952 
May 29, 1952 
July 7,1952 
Jan. 8, 1953 
Dec. 16, 1952 
Do 

June 5, 1952 
Nov. 19, 1952 
Feb. 21, 1952 
Dec. 30, 1 

Dec. 16, 1952 
July 28, 1952 
Dee. 30, 1952 
Dec. 28, 1951 
Nov. 1, 1951 
Feb. 12, 1952 
Dec. 16, 1952 
Jan 16, 9158 


Date 
iblished 


Vv. 15, 1952 
y 8, 1952 
9, 195 
1, 195 


2 
9 


ite ap- 
oved 


10, 1952 
6, 1952 


2, 1952 
28, 1952 


28, 1952 
2, 1952 
20, 1952 


4, 1952 
7, 1952 
28, 1953 
22. 1952 


2, 1952 
24, 1952 








8, 1952 


27, 1952 
9, 1952 


7, 1952 
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Section of act 


515 om 

517 

518 . = 
601 

604 


605 

606 

608, 609, 610 
6ll 

613_. 
613.... 


614 


Miscellaneous 


Section of act 


121 (f) 
301, 310 
302, 303 ‘ 


304... .. 

307 

309, 342 

314 (a), (b), (d) 
315 

317 

318 

319 


320 





335 and 343 


REVENUE ACT OF 1951—Continued 


TREASURY Decis1ons—Continued 





Treasury 
Subject matter Decision 
No. 
Nontaxable income from certain mining properties. - 5953 
Base period catastrophe 5966 
Consolidation of newspapers 5978 
Exemption of certain organizations, prior years 5924 
Estate and gift tax treatment of United States bonds held 5940 
by certain nonresident aliens 
Estate tax exemption for works of art loaned by non- 5916 
resident aliens 
Exemption from additional tax of members of armed 5941 
forces upon death 
Transfers with income reserved; transfers taking effect 5936 
at death; reversionary interests in case of life insurance 
Income pursuant to award of ICC i 5971 
Consolidated returns; includible corporations 5 
do 
China Trade Act corporations, postponement of time for 5959 
performing certain acts. 
Miscellaneous amendments tc conform Regs. 129 (relat- 5890 


ing to consolidated returns) to Revenue Act of 1951. | 


NOTICES OF PROPOSED RULEMAKING 


Subject matter 


Disallowance of sur tax czemption and minimum excess-profits credit 

Tax treatment in case of head of household 

Payments to beneficiaries of deceased employees, joint and survivor 
annuities. 

Income from discharge of indebtedness 

Medical expenses 

Expenditures in development of mines 

Exempt cooperatives 

Surtax on corporations improperly accumulating surplus 

Certain distribution of stock on reorganization 

Gain from sale or exchange of taxpayer's residence 

Percentage depletion 

Redemption of stock to pay death taxes 

Earned income outside United States, Regs. 111 

lines income outside United States, Regs. 116 

Sale of land with unharvested crop 

Tax treatment of coal royalties 

Collapsible corporations, definition and limitation 

Dealers in securities, ce» pital gains and ordinary losses 

Sales of property between spouses and between an individual and a 
controlled corporation 

Receipts of certain termination payments by employee 

Information at source on payments of interest (notice withdrawn 
Jan. 14, 1953) 

Employee trusts 


Date ap- 
proved 


Dec 2, 1952 
Dee. 22, 1952 
Jan. 29, 19453 
Aug 41,1952 


Oct. 14, 1952 
June 27,1952 
Oct. 24, 1952 


Oct. 6, 1952 











Jan 
Aug 
June 
Dec 
Mar. 

Date 
published 
Jan 3, 1953 
Nov. 15, 1952 
Nov. 14, 1952 
Dec. 4, 1952 
Dec 2, 1952 
Nov. 6, 1952 
Nov. &, 1952 
Dec 4.1952 
Nov. 22, 1952 
Dec 1952 
Oct 29, 1952 
May 8, 1952 


lnee 12 1059 
jDec 13, 1952 
Dee 
Dee 
Oct 
Oct 
Nov. 22, 1952 





Nov. 15, 1952 


Sept. 5, 1952 


Nov 








8, 1953 337 Tax treatment of certain regulated investment companies Dec 
6, 1952 338 Exchanges and distributions, Securities and Exchange Commission | Nov 
. orders 
5, 1952 340 Family partnerships Dec 
9, 1952 401, 402, 403 and 404.| Admissions tax Nov. 15 
1, 1952 481-488 Manufacturers’ excise tax Dec. 2, 1952 
), 1952 491 Reduction of tax on telegraph dispatches 
b, 195 492 Exemption of certain overseas telephone calls from tax on telephone 

facilities Oct. 29, 1952 
3, 1952 493 Exemption of fishing trips from tax on transportation | 

494 Tax on transportation of persons 

), 1952 501 | Maximum tax for new corporations Dee. 13, 1952 
, 195 503, 504 (b), 503 (a), | Excess profits credit based on income in connection with certain | Noy. 26, 1952 


507 (b), 509 (b) (2), 
518, 516 (a), 517, 
518, 519 | 


exchanges. | 








, 1952 513 Kegulated public utilities, excess profits credit \rune 27. 1952 
514 Regulated public utilities, consolidated returns —— 
516... | Transition from war production | Nov, 15, 
519 Television broadessting com panies Dee. 13 
52 | Excess profits tax credit based on income in connection with taxable | Dec. 2, 1952 


9158 | acquisitions. 
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EXPLANATION OF PREVIOUS TESTIMONY 


Senator McCartuy. You may proceed, Commissioner. 

Commissioner Anprews. First I would like to explain a little bit 
about yesterday. 

The difficulty yesterday was that I was thinking in terms of the 
5-percent cut. You will remember I was asked what our cut was of 
5 percent, and when we were talking about the 5-percent cut, that did 
involve division of our reduction of one-half between the nonaudit 
functions and one-half between the audit functions. 

And I just was carrying that figure over in my mind when I said 
yesterday that this cut wouk l result in a loss of revenue. 

It undoubtedly would have, and because of that, Mr. Humphrey 
changed the original proposal, cut it right in half, so that we limited 
our application of the cut only to those things that did not affect 
audit. 

First of all, I would like to apologize, before proceeding further, 
for this and say that it is contrary to what one of the papers intimated 
this morning. It was not a matter of my being called back into the 
Treasury yesterday and being bludgeoned into changing my mind. 

The Treasury does not operate that way ; at least this administration 
does not. It was an honest mistake on my part. 

I am willing to admit it. 

Senator McCartny. I might ¢ say when I got back to the office, I 
checked the figures, and I was of the opinion that perhaps we were 
still talking about what you . id intended to present originally when 
you went over these figures. 

Commissioner ANprews. That is exactly right. 

Senator McCarruy. I understand the original proposal was to cut 
more sizeably, and you effectively and rather vigorously cut that, even 
the one you are still fighting against. 

Commissioner ANDREws. You know how we marines are. We never 
quit fighting. 

But the situation was that when we got to the point of where we 
were talking about what the cut would have to be, I simply said to our 
budget office, “I do not want to do what we did before, apply the cut 
to enforcement and embarrass ourselves and Congress as well as the 
administration ; let’s cut everything we can out of nonaudit functions, 
and apply the balance to investigative work.” 

I, frankly, was not in intimate contact with the budget from that 
time on. I carried that fixation over in my mind, I was just wrong. 

I hope that straightens it out. 

Chairman Bripers. I read the account. 

Senator McCarriy. The general picture was that Mr. Andrews 
had very vigorously opposed the original cut which was suggested to 
him. There was rather a prolonged and vigorous discussion over 
there. He was not quite sure that he had won that fight when he 
came down. He was still fighting the original fight. 

Commissioner ANprews. You stated it a lot better than I could. 


ABATEMENT OF TAXES 


Senator McCarruy. Mr. Andrews, yesterday we asked for some 
information and I imagine we will get it all together today. One of 
the things we asked for was a rough estimate on the amount of taxes 
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that had been abated for the past number of years. Can you give us 
any rough estimate of that ? 

Commissioner ANprews. Last night I asked Dr. Atkeson, who is 
here, to see whether he could get the information. Doctor, did you 
get a figure on that? 

Mr. Arxeson. Yes, sir. 

Mr. Chairman, I am glad you mentioned the word “estimate,’ 
because there is an element of estimate in some of these figures. 
But they are in the approximate order or magnitude of which I 
think you are interested. 

AMOUNT ABATED 


The amount abated in 1950 as a result of offers in compromise filed 
in connection with tax ¢ ases, as distinct from penalties, was $9,505,000. 

In the 1951 fiscal year the figure was $11,207,000. 

For 1952 there was $9,881, 751. 

In addition to those abatements there are, of course, several thou- 

sand—in fac t, about 25,000—offers in geranromien accepted in $5 and 
$10 amounts in connection with people who have filed returns late. 
[ don’t think you are particularly interested in those figures. 

L might also say for the record that in addition there are even 
larger amounts than those abated in connection with the so-called 
uncollectible accounts. They run up as high as 50 to 55 million dollars 
a year because of people who cannot pay their taxes. 

But | think, as I understand your question, as to the amount put on 
the assessment books and the amount we have to write off as a result 
of offers in compromise, the figures I have quoted go directly to that 
point. 

METHODS USED TO EVADE TAXES 


Senator McCartuy. Those figures are helpful. I really had in mind 
to take in additional cases. 

For example, I had in mind a nightclub in New York, as an actual 
case, in which a very heavy assessment was made. They changed the 
name of the club and paid no tax. 

Again there was a huge assessment made and they changed the name 
a third time. 

Then again a huge assessment was made, and now I understand they 
are in the process of changing the name a fourth time. 

I assume those will be written off as uncollectible. If possible we 
would like to have the complete figure, everything that was written off 
either because the particular agent said it was uncollectible, or a 
compromise. 

You perhaps cannot give us that figure today, Commissioner. 


QUESTION OF PUBLICITY OF NAMES 


Senator Maybank suggests that we also have the names of the 
individuals whose taxes were abated. Subject to the approval of the 
committee, I would say I think he is entitled to that information, 

But, I do not think you should be asked to get the names of all the 
$5 and $10 cases. I would say if you could give us the names of all 
cases in excess of $1,000, perhaps that would do it. Or if that. is too 
difficult, we could setghe figures higher. 
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I am sure Senator Maybank is not interested in the smaller cases. 
Mr. Arxeson. Mr. Chairman, I think it might be helpful as to set- 
ting the amount—for example, on the number of offers accepted, in- 
cluding the penalty offers, there are around 39,574, of which 17,565 
involved a liability of under $500 that had been compromised. 
Senator McCarrny. I do not think we would want those. 


CASES OVER $10,000 


Mr. Arkrson. When you go from $500 to $1,000—well, let’s speak, 
for example, about the over $10,000 liabilities. There are 226 of those 
cases. 

Senator McCarrny. As T recall, eee Williams, who is going 
into the matter, just took the cases of over $25,000, and that was ob- 
jected toc onside ‘rably. I think we should drop down a little bit lower 
and get the names of those involving $5,000, if that would not be too 
difficult. 

Mr. Arxeson. That would be 377, approximately. 


ASSESSMENTS CONSIDERED UNCOLLECTIBLE 


Senator McCartny. Could you give us the names and addresses in 
addition to those merely making a compromise settlement? T realize 
many of those compromise settlements are wise settlements. 

The mere fact that we are asking for the names does not indicate 
that we have an opinion one way or the other as to whether or not it 
1s proper. 

We would also like to have the names of those written off as un- 
collectible, and the amounts. I think again it would be just the ones 
over $5,000. 

Commissioner Anprews. Would you like to have us indicate as to 
each of these $5,000 cases the reason for the compromise ? 

Senator McCarruy. That sounds like a pretty heavy workload on 
you. When we are cutting your appropriation it would not seem that 
we should ask you to do more work. It sounds like a lot of work, al- 
though I would very much like to have that. 

Commissioner ANprREws. It does not matter. 

My feeling about these compromises, Senator, as I said when I was 
questioned by the committee that approved my nomination, is that 
when a case gets to the point where it is compromised, it is public 
property and I think there should be the utmost publicity to it. 

If you will give me the name of that nightclub you were talking 
about, it seems to me we ought to put him under a permanent receiver- 
ship so that we can get the money. 

I would certainly try to do that if it is legally possible. 


REASON FOR DELAY 


Senator McCarrny. IT would say that one reason why our committee 
has not gone into it is that we are waiting to see if the Finance Com- 
mittee is going to appoint a subcommittee. 

Commissioner Anprews. I never heard of that case before. 

Senator McCarrny. I will give you all the facts today. 

Mr. Arxeson. Senator, might I ask a question fere ? 
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Senator McCarruy. Yes, sir. 

Mr. Arxeson. In connection with your request, there will be some 
little time required by way of tabulation. Generally, the committees 
like to have the transcript of the testimony back within 2 or 3 days. 
I think we would have to ask permission to supplement the record at 
some later time. It may take as long as 2 or 3 weeks to get this. 

Senator McCarrny. Again, I will say I do not want to burden you 
too much with a lot of paper work over there, but if you could indi- 
cate the name of the attorney in each case, that would also be a good 
thing. 

Commissioner Anprews. The attorney, or any other accredited 
representative ¢ 

Senator McCarruy. Yes. In other words, whoever represented 
the man. 

Commissioner ANprews. That would be indicated by the file. 

Senator Dirksen. Mr. Chairman, I would like to ask a question in 
connection with this. 

Senator McCarruy. Very well. 


COLLECTION PROCEDURE 


Senator Dirksen. Mr. Atkeson, what is the procedure after the 
returns have all been filed? Do you charge the collector or the di- 
rector in a given district with X dollars that show up on the returns, 
and he then becomes responsible for that gross amount in his district ¢ 

Mr. ArKeson. That is correct, sir; under the assessment procedure. 

Under the old system it was the collector—today it is the director— 
who was personally liable for the funds which are reported on the 
assessment list which the Commissioner signs. 

That is provided, of course, by the Internal Revenue Code. The 
director cannot reduce that assessment in any way. He is required 
to actually collect the funds in order to discharge that liability unless 
he has been properly authorized by delegation of authority to make 
certain refunds in accordance with the regulations or to have the tax 
abated by the Commissioner or other appropriate authorities. 

Senator Dirksen. That is the point I was getting to. He is charge- 
able with X dollars for collections. 

Mr. Arkrson. That is correct, sir. 

Senator Dimksren. At some point along the line, whether it be 3 
months or 6 months, or a year, there has to be some kind of an ac- 
counting finally. 

He indicates then to the Bureau here that there are Y dollars that 
have not been collected, and stating the reasons. No. 1 will be refunds, 
of course. That will be a refund, then, to the taxpayer. 

No. 2 will be the uncollectible items for any reason. Perhaps the 
taxpayer can file a pauper’s writ and indicate that he cannot pay. 

I am wondering how much discretion and authority the director 
in every case has in that respect in order to get his books square with 
your books here in the Bureau, 


FURTHER DISCUSSION OF PROCEDURE ON UNCOLLECTIBLE ITEMS 


Mr. Arxeson. In respect to the uncollectible items, of which there 
were 151,938, involving $51 million, which was written off last fiscal 
year, the director goes through the required procedure in connection 
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with the issuance of a warrant for distraint, after issuing two or three 
notices of the account being overdue. 

If the amount of the outstanding account is of sufficient size, he will 
then have his collection officers search for whatever assets might be 
available against which a lien might be placed. 

If it is a very small amount, of course it is not worth the cost of 
placing a lien. 

If he can’t find any assets and it is a small amount and he finds that 
the individual is just unable financially to pay this, he is authorized 
to file what we call a claim form 53, which, under present procedure, 
goes to a separate jurisdiction in the Bureau of Internal Revenue 
known as our inspection service, which verifies or, rather, passes on 
the circumstances surrounding this particular claim to see whether or 
not the director is really using proper discretion in attempting to 
write it off. 

If the inspection service approves it, then it is listed on = schedule, 
which is sent in to Washington, and the Commissioner or his agent 
in Washington will authorize the temporary abatement or euivealiion 
of that tax. 

And I say temporary abatement or suspension because if at some 
future time the director finds that that particular individual becomes 
financially able to pay that, he can restore the assessment and follow 
the regular collection procedures after that, which happens in quite a 
few cases, 

Senator Dir«sen. In any event, the ultimate responsibility is here 
in the Bureau rather than in the hands of the director; is that correct ? 

Mr. Arxeson. Yes, sir. The director never on his own initiative 
can discharge himself of a liability. 


DEFECTS IN ACCOUNTING PROCEDURE 


Commissioner Anprews. Senator, may I add just a little bit to that? 

Senator McCartuy. Yes, sir. 

Commissioner ANprews. Senator Dirksen, I think I can tell you, as 
an accountant, that I feel that we have pretty good control over the 
assessment once it is gotten on the books. But I am afraid I would 
be a little less than frank if IT did not also tell you that I am afraid that 
there are some very serious defects in our procedures and bookkeeping 
prior to the time when that assessment becomes a matter of record 
chargeable to the director. 

I might also tell you, however, that we have found a man to head 
up that department who will have charge of our accounting, and we 
think that in a reasonable time we are going to be on top of that prob- 
lem and have our accounting in proper shape. 

I want to say that because I would not want to leave the impression 
here with this committee that we think everything here is perfect, 
because I am very definitely of the opinion that it is not; that we need 
a great deal of improvement in our accounting process. 

And we are taking positive steps to correct that. 


NAMES OF PARTICIPANTS IN NEGOTIATION FOR ABATEMENT 


Senator McCarty. There is one other point of information I want 
to clarify. 
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If you could, I wish you could give us in addition to the lawyer’s 
name, the name of anyone who appears in the record as having taken 
part in the negotiations for abatement. Or if you have anyone who 
is in contact with the department requesting abatement, I think we 
should have that. 

Chairman Bripvers. May I ask you, Mr. Andrews, the date you dis- 
continued the voluntary disclosure policy ¢ 

Commissioner ANprews. I think it was January 1952. 

Chairman Brinces. Since that is an established precedent in the 
Bureau, which has been changed, what, in your opinion, has been the 
result ¢ 

Commissioner ANprREws. I doubt very much, Senator, that we would 
be able to answer that question definitely at this moment, because not 
enough time has elapsed. 

I might tell you, however, that there is very strong feeling on the 
part of many practitioners that the abandonment of the voluntary 
disclosure policy was a mistake. I am now beginning to look into that 
to find out whether we think it was a mistake, or not. It may have 
been. 

Chairman Briners. This committee has been told many times that 
it was a mistake, both from the procedural viewpoint and also the best 
interests of the United States. 

Commissioner ANprews. I am inclined to think myself just at first 
blush that it was a mistake, but I would like to get the facts before 
making any positive statement on the point. 

Chairman Bripees. Wouldn’t it be a good idea to get the facts? 

Senator McCarruy. I think so. I think that should be submitted 
as part of the record. 

You might not be able to have it in before the record is printed, 
but the committee would like to have it. 

Commissioner ANprews. I would like to say further on that that we 
propose, as a matter of cooperation with the committees of Congress 
with whom we have to deal, bearing in mind that we merely enforce 
the laws that you give us to enforce, we feel that in order to do that job 
properly we have to have the utmost liaison and cooperation between 
the committees of Congress and ourselves, and any change of policy 
that we make is going to be reported to the proper committees over 
here so that you all will know exactly what we are doing. 

We want you to know that because we want your views; we want 
your help. 

TAX-EXEMPT ORGANIZATIONS 


Senator McCarrny. I think we also requested from you informa- 
tion, if you could give it to us, as to the amount, roughly, of the tax- 
exempt funds earned each year by the various foundations. 

Mr. Arxeson. Mr. Chairman, we have tabulated the returns filed 
under section 101 of the code for all of the various types of exempt 
organizations. 

But the breakdown, for example, is by the subsections of section 101 
of the code. 

Subsection 6 relates to literary, library, scientific research, educa- 
tional or charitable organizations, hospitals, and foundations. It is a 
very broad and large category. 
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For that item asa whole, the tabulation for 1946 shows 14,424 returns 
filed on form 990, reporting total receipts of $1,249,291,000. 

Commissioner Anprews. It might be of interest to you to know, 
Senator—and this comes to my attention because I never had any ocea- 
sion to get into it before—that in some sections of the country where 
there has been a rather substantial migration of industry, that the 
foundation type of organization is being resorted to as a means of 
preserving the industry for that area 

I have a case before me now for decision as to whether the proposed 
plan isexempt. Apparently it is about the only thing open to keep the 
ae stry there and keep the people employed. 

In this particular case, there were 3 small towns, as I recall it, with 
a total employment loss of around 600 people. I think that was the 
number. 

And if this plan goes through, those people will be put back to work. 

But, of course, we won’t get an income tax on the operations of the 
business entity. 

Senator McCarrny. In other words, we have been told that the 
inheritance tax would be so high that if they did not establish the 
foundation the business would be broken up to pay the tax. 

Commissioner AnprEws. In this case the business has closed up and 
left the area. This is a matter of enabling the community, by rais- 
ing enough money to put the business back into operation, to put the 
people back in employment. 

The earnings, of course, will be tax exempt and go into the funds 
of the exempt corporation. 


TAX EXEMPTION APPLICATIONS NOT PUBLICIZED 


Senator McCarrny. Am I correct in my understanding that appli- 
cations for tax exemption are not open to the public? 

Commissioner ANprEws. That is correct; yes. 

Senator Dirksen. What are you talking about now ? 

Senator McCarruy. Foundations, the taxes on foundations. 

Chairman Briners. Why should they not be public? I am in sym- 
pathy with some of them certainly, but why should they not be public 
information ? 

Senator McCarrny. Let me say that is one of the many things I 
have always wondered about. 

The last administration took the position they should be secret. 
It seems to me that if I establish a foundation I am entitled to tax 
exemption. But I do believe that the purpose of the foundation, as 
set forth in the application, should be public information. 

I think the return as to how I spend that tax-exempt money should 
be public information, especially when you are at a figure of $114 
billion. 

Commissioner Anprews. To answer your question, Senator, I would 
first like to make this general observation from my own point of view: 
I feel that it is impossible for the Congress to establish sound tax 
policy unless full information is available as to all income that is not 
subjected to tax. I see no reason, in other words, as a matter of policy, 
why, when one wishes to avail himself, or when a group wishes to 
avail themselves, of that privilege, it should not have full publicity. 

Now, as to the legal reason for not doing it, Mr. Sugarman can 
give you that. 
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LEGAL REASON FOR WITHHOLDING INFORMATION 


Mr. SucarMAN. Mr. Chairman, I was going to say in that connec- 
tion that, first of all, the duplicate copy of the return filed by all ex- 
empt organizations of the educational and charitable type is available 
in the offices of the directors of internal revenue under legislation en- 
acted in 1950. 

The application, however, is not. 

We have been working for a number of months on a plan to make 
applications and other types of information available. We find, how- 
ever, that under the provisions of the Internal Revenue Code further 
legal steps will be necessary before we can do that. 

Senator McCarruy. I think that is a very wise step in the right 
direction. 

It would seem, if the press had free access to those applications 
and the returns, that in itself might cut out considerable a 

Senator Savronsrati. Mr. Chairman, may I ask this question ? 

Senator McCarruy. Yes. 

Senator Sauronstatn. Mr. Andrews, have you checked as to how 
many States require these returns to be made public ? 

For instance, I happen to know in my State of Massachusetts 
every charitable foundation has to file a statement with the depart- 
ment of public welfare. I am very confident of the correctness of that 
statement. 

Commissioner ANprEws I cannot answer that. 

Do you know the answer to that, Mr. Sugarman ? 

Mr. Sugarman. No; I do not. 

Of course, we receive the exempt returns from these organizations. 
We receive about 100,000 a year. And, as I said, the duplicate copies 
of certain types are required to be filed and kept in the director’s 
office. 

Senator McCartuy. And they are available to anyone who wants to 
see them; are they ? 

Mr. Sucarman. Yes, sir. 

Senator McCarruy. Then, could a Congressman tell a member of 
the press to go in and see the tax returns filed by X foundation ? 

Mr. Sucarman. Yes; if it is a type which the statute requires to be 
made public. 

As I stated, that is true of the exempt organizations under section 
101 of the Internal Revenue Code, with the exception of certain types 
of established religious groups, schools, and so forth. 


FOUNDATIONS CITED 


Senator McCarrny. In other words, let us take the Rockefeller 
Foundation or the Carnegie or the Ford Foundations. Do I under- 
stand that their returns would be available to anyone who wanted to 
examine them / 

Mr. Sucarman. The duplicate copy of the form 990—-A would be 
available since 1950. 

Senator McCarruy. That form number does not mean too much to 
me. What is it? 

Mr. Sugarman. That is the return which is required to be filed by 
these organizations. 
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I should be glad to submit that for the record, if you would like to 
have it, Senator. 
APPLICATION DISCLOSURES 


Senator McCarrny. Just describe it. Let us take a charitable 
foundation that files a return. Does that show how the money is 
spent, the source of the income ? 

Does it give a complete picture of the operations of the foundation ? 

Mr. SucarMaAn. This form requires the listing of the gross income of 
the organization, including the various sources. That is from sales, 
receipts from any profits, interest, rent, royalties, and other income. 

It also requires a listing of the compensation of officers, directors, 
and trustees, salaries and wages, any interest, taxes, rents, depreciation, 
and other expenses of the organization. Also a statement as to the 
disbursements made during the year out of current or accumulated 
income for the purposes for which the organization was granted the 
exemption, and other similar items as to accumulation, contributions, 
and so forth. 

It includes also the contributions, gifts, and grants which are paid 
out during the year. 

Senator Dirksen. May I ask, Mr. Chairman ? 

Senator McCarrtny. Yes. 

Senator Dirxsen. Mr. Sugarman, I am sure you were in the Bureau 
when the House Ways and Means Committee conducted some sort of 
investigation, probably back in 1947 or 1948. As TI recall, they asked 
for a statement of income from all exempt organizations like the 
YMCA, labor organizations, National Geographic. 

It runs in my mind that foundations were included there at that 
time. Were they? 

Mr. SucarMan. I do not recall an investigation at that time. In 
1950 this subject came up for legislation in the Congress, and in the 
Revenue Act of 1950 there were extensive changes made in the statute. 

In the course of that study there was a good deal of material 
developed as to the operations of the foundations. 

Senator Dirksen. This had to be before that time because I believe 
Congressman Knutson was chairman of the Ways and Means Com- 
mittee at the time. 

But I recall something of the report they filed in those days. It 
looked like a very impressive thing. 

What they were trying to get at was the amount of income of all 
kinds, whether of service organizations, or otherwise, that was exempt 
under the statute from taxation. It could have included foundations, 
but on that point I am not sure. 

Do you have a recollection of that, Mr. Atkeson ? 

Mr. Arxeson. Senator Dirksen, I donot; Iam sorry. The only one 
I recall is the one Mr. Sugarman referred to in 1950. 


STATEMENT OF PRACTICES AND APPLICABLE TAX LAW 


Mr. Sugarman, though, did appear before another subcommittee 
of Congress recently in connection with this problem and it may be 
that this would be pertinent to your inquiry. 

Mr. Sucarman. You will recall the Cox committee of the House 
of Representatives to study the exempt organizations. The com- 
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mittee at that time requested a statement from the Bureau as to its 
practices and the applicable tax law which was supplied to the com- 
mittee. 

I have a copy of that statement here if you would care to see it, 
or I might submit it for the record. 

Senator McCarruy. We will make that a part of the record. 

(The statement referred to follows :) 


STATEMENT BY NORMAN A, SUGARMAN, ASSISTANT COMMISSIONER OF INTERNAL 
REVENUE, IN REGARD TO INVESTIGATING FOUNDATIONS AND OTHER ORGANIZA- 
TIONS 


Mr. Chairman and members of the committee, I am appearing today in response 
to the request of your committee for a representative of the Bureau of Internal 
Revenue to testify before the committee as to the existing tax laws and regula- 
tions relative to tax-exempt organizations. Since the first part of September, 
officials of the Bureat' have met frequently with staff members of your committee 
for the purpose of giving such information and other assistance as may be pro- 
vided under the present laws and regulations governing the administration of 
the Federal tax statutes. 

The Bureau of Internal Revenue is charged with the responsibility of seeing 
that the taxes levied by the Congress are paid. There are about 80 different 
kinds of Federal internal-revenue taxes imposed by law. For each of these 
taxes we must draw up the rules and issue interpretations to assist taxpayers 
in complying with the law. 

It is equally our responsibility to draw up the rules and apply the law fairly 
under the provisions of the law imposing tax as well as under the provisions pro 
viding for exemption from tax. Our approach in both instances is the same: to 
interpret the tax laws fairly and evenly, to render every possible assistance to 
individuals and organizations in determining their rights and liabilities, and to 
provide effective enforcement, through the manpower available to us, in those 
instances where the law is not being properly adhered to. 

In fulfilling its obligation to the American people, the Bureau of Internal 
Revenue acts as a service agency rather than as a regulatory agency. We 
are not unmindful of the tremendous economic impact of taxes in shaping busi- 
ness and other transactions; but the business or economic decisions nade are 
those of the private citizen or oi other organizations, and not those of the Bureau 
of Internal Revenue. Our job is to determine the tax consequences of the 
decisions and actions of others. 

With your permission, I would now like to describe the role of the Bureau of 
Internal Revenue in administering the tax laws as they relate to organizations 
with which this committee is concerned. 


I. PROVISIONS OF THE REVENUE LAWS RELATING TO TAX-EXEMPT ORGANIZATIONS 


The revenue laws contain numerous provisions relating to and affecting the 
exemption of many kinds of organizations from Federal taxes. There is attached 
to my statement, as exhibit A, the text of the many statutory provisions involved. 
At the close of my remarks, I would like to offer this compilation of the statutory 
provisions for the records of this committee. This compilation shows the volume 
and scope of the statutes on this subject administered by the Bureau of Internal 
Revenue. However, since the provisions of law relating to exemption of organi- 
zations from the income tax are the most important, I shall confine my remarks 
principally to that subject. 

In the interest of clarification, it may be said that the statutory picture is 
generally as follows: 

The granting of exemption to certain organizations ; 

The allowance of related tax benefits in the form of deductions for contribu- 
tions ; 

Limitations imposed on exemption and related tax benefits: and 

Filing and publicity requirements. 

A. Exemption provisions 

The principal provisions of the present law governing exemption from tax 
of organizations, including foundations, are found in section 101 of the Internal 
Revenue Code (title 26 of the United States Code). This section exempts from 
the income tax 18 types of organizations, which come within the limitations 
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stated in the statute. These organizations may be generally described as follows : 

Labor and agricultural organizations ; 

Fraternal beneficiary societies; 

Credit unions and certain mutual-reserve-fund organizations ; 

Cemetery companies; 

Business leagues, chambers of commerce, real-estate boards and boards of trade; 

Civie leagues and local associations of employees with charitable or educational 
purposes ; 

Clubs organized for recreation and pleasure ; 

Local benevolent life-insurance associations, and mutual ditch, irrigation, or 
telephone companies ; 

Mutual nonlife insurance companies with gross income $75,000 or under; 

Farmers’ cooperative (which are subject to tax, however, on income not allo 
cated to patrons) ; 

Crop-financing organizations for farmers’ cooperatives ; 

Corporations organized to hold title to property for any other exempt organiza- 
tion ; 

Corporate instrumentalities of the United States specifically exempted by 
Congress ; 

Voluntary employees’ beneficiary associations ; 

Local teachers’ retirement-fund associations ; 

Religious or apostolic associations ; 

Voluntary Federal employees’ beneficiary associations; and 

Religious, charitable, scientific, literary, or educational organizations. 


The last category contains the general classification in which it is believed 
this committee is most interested. This category is provided in paragraph (6) 
of section 101 as follows: “Corporations, and any community chest, fund, or 
foundation, organized and operated exclusively for religious, charitable, scien- 
tific, literary, or educational purposes, or for the prevention of cruelty to children 
or animals, no part of the net earnings of which inures to the benefit of any 
private shareholder or individual, and no substantial part of the activities of 
which is carrying on propaganda, or otherwise attempting, to influence legisla- 
tion.” 

Religious, charitable, and educational organizations have been exempt from 
income tax in all revenue acts. The language of the present provisions of section 
101 (6) has been in effect since 1934. In passing, it may be noted that exemptions 
from income tax carries with it exemption from personal holding company 
and excess-profits taxes. Elective treatment is also provided such organizations 
as to whether they and their employees will be subject to the social-security 
taxes, and they are exempt from the Federal unemployment tax. 

It will be noted that section 101 (6) applies to corporations, community chests, 
funds, and foundations which qualify under the statute. The term ‘‘foundation” 
is not defined in the statute; and for tax purposes a so-called foundation may 
be an “association” treated as a corporation or may be a trust. The Internal 
Revenue Code does not seek, nor make it necessary, to distinguish between so 
called foundations and other organizations for purposes of the exemption 
statutes. 


B. Deductions for contributions to section 101 (6) organizations 


The full meaning of exemption from income tax as a religious, charitable, etc., 
organization under section 101 (6) is not apparent without a consideration of 
those sections of the Internal Revenue Code granting deductions from the income, 
estate, and gift taxes for contributions to certain organizations. The principal 
provisions are sections 23 (0), 28 (q), and 162 (a) with respect to the income tax, 
sections 812 (d) and 861 (a) (3) with respect to the estate tax, and sections 
1004 (a) (2) (B) and 1004 (b) (2) and (3) with respect to the gift tax. In 
general, an exempt status as an educational, charitable, etc., organization will, 
under the above-noted provisions, permit contributions to the organization to be 
deductible for purposes of income, estate, and gift taxes. 

For income-tax purposes, the deduction is generally limited in the case of an 
individual to 20 percent of his adjusted gross income and in the case of a 
corporation to 5 percent of its net income. The 20-percent limitation (in place 
of a previous 15-percent limitation) was provided by legislation enacted this 
year effective for taxable years beginning after December 31, 1951 (Public 
Law 465, 82d Cong., sec. 4). 

These percentage limitations do not apply to trusts if they comply with certain 
conditions under section 162 (a) and section 162 (g). A trust which satisfies 
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the conditions may deduct the full amount of its gross income which is paid, 
permanently set aside or used for purposes equivalent to those under section 
101 (6). This may actually render the trust not taxable for a period of time. 

Legislation enacted in 1950 provides rules under which both exempt organiza- 
tions and trusts may lose, in whole or in part, the tax advantiuges heretofore 
available to them. 


C. Restrictions on exemption and related tax benefits 

The basic limitations on the tax-exemption privilege are stated in section 
101 (6) itself, which requires that, to qualify for exemption under that sub- 
section, no part of the net earnings of the organization may inure to the benefit 
of any private shareholder or individual, and no substantial part of its activities 
may be devoted to carrying on propaganda, or otherwise attempting to influence 
legislation. Section 101, as amended by the Revenue Act of 1950, also provides 
that if an organization is operated primarily to carry on a trade or business for 
profit, it shall not be exempt on the grounds that its profits are payable to an 
exempt organization. 

Supplement U of the Internal Revenue Code also provides that if an organiza- 
tion exempt under section 101 (6) (other than a church) does carry on a trade 
or business which is unrelated to its exempt function, its exemption is not lost 
but the income from such business is subject to the income tax (but not the 
excess-profits tax). Supplement U was added to the Internal Revenue Code 
by the Revenue Act of 1950 and was first effective for taxable years beginning 
in 1951. 

Additional restrictions are provided in sections 3813 and 3814 of the Internal 
Revenue Code, which were also added by the Revenue Act of 1950 and which 
tirst became effective for taxable years beginning in 1951. Section 38813 pro- 
vides that, with certain exceptions, organizations exempt under section 101 (6) 
shall lose their exemption if they engage in specified “prohibited transactions.” 
It should be understood that the transactions are not actually outlawed by the 
revenue laws but are prohibited only in the sense of being inconsistent with 
continued tax privileges. These provisions prohibit the creator of the organiza- 
tion, a substantial contributor thereto, or a member of the family of either, or 
a corporation controlled by either, (1) from receiving a loan of income or corpus 
of the organization without giving adequate security and reasonable interest, 

2) from receiving compensation from the organization except a reasonable 
allowance for personal services actually rendered, (3) from receiving services 
from the organization on a preferential basis, (4) from selling a substantial 
amount of securities or property to the organization for more than adequate 
consideration, (5) from buying a substantial amount of securities or property 
from the organization for less than adequate consideration, and (6) from 
participating with the organization in any other transaction which diverts a 
substantial amount of income or corpus to such person. Provision is made for 
appropriate disallowance of deductions for contributions to an organization 
engaging in such transactions and for subsequent restoration of its exemption 
where appropriate. 

Section 3814 provides that an organization may lose its exemption under sec- 
tion 101 (6) if, in view of its exempt purposes, its total accumulations of income 
are unreasonable in amount or duration, or are used to a substantial degree for 
other than exempt purposes, or are invested in such a manner as to jeopardize 
the carrying out of such purposes. 

It should be noted that the prohibitions on certain transactions and against 
accumulations under sections 3813 and 3814 are not applicable to those organiza- 
tions exempt under section 101 (6) which are religious organizations, educa- 
tional organizations with a faculty curriculum and pupils in attendance at the 
place of education, publicly supported organizations, and organizations to 
provide medical or hospital care or medical education or research. 

Another statutory restriction is imposed by the Internal Security Act of 1950, 
which denies exemption to any organization (including organizations under 
section 101 (6)) if at any time during its taxable year it is registered under 
section 7 of such act (requiring registration of Communist-action and Com- 
munist-front organizations) or if there is in effect a final order of the Subversive 
Activities Control Board requiring such registration. Contributions to such 
organizations so denied exemption are not deductible. 
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D. Filing and publicity requirements 

In general, organizations exempt under section 101 (6) are not required to 
file income-tax returns like taxable corporations. Section 54 (f) of the Internal 
Revenue Code does require, with certain exceptions, that section 101 (6) or- 
ganizations file annual information returns. No return is required to be filed in 
the case of a religious organization, an educational organization with a curric- 
ulum and a body of students present at the place of education, and a charitable 
ganization supported primarily by the general public. 

Section 1583 of the code also provides that each section 101 (6) organization 
required to file the annual information return shall also furnish information 
showing (1) its gross income, (2) its expenses, (3) its disbursements from in- 
come for exempt purposes, (4) its accumulation of income in the year, (5) its 
iggregate accumulations of income at the beginning of the year, (6) its disburse- 
ments of principal in current and prior years for exempt purposes, and (7) a 
balance sheet as of the beginning of the year. The statute requires the above- 
listed information to be made available by the Department for public inspection. 

These requirements of section 153 of the code were added by the Revenue Act 
»f 1950 and first became effective for taxable years beginning in 1950. 


Il. ADMINISTRATION OF THE TAX-EXEMPTION STATUTES 


The administration of section 101 and related provisions of the Internal Rev- 
enue Code is divided between the Washington and field offices of the Internal 
Revenue Bureau. The field offices receive and process exemption applications 
ind information returns, and also make investigations relating to these appli- 
ations and returns. The headquarters office in Washington makes rulings and 
determinations as to the exempt status of foundations and organizations required 
to file the applications and returns. In Washington this administrative work 
is performed by the Exempt Organizations Branch of the Special Technical 
Services Division under the supervision of the Assistant Commissioner (Tech- 
nieal). In the field the work is performed by the offices of directors of internal 
revenue 

The administrative procedures are probably best explained by tracing the 
actual steps involved in the filing of applications and returns by foundations and 
other organizations. 


4. Applications and rulings on exempt status 

The long-standing practice of the Bureau of Internal Revenue has been to issue 
rulings or to make determinations with respect to each organization seeking 
exemption under section 101 (6) of the Internal Revenue Code. These rulings 
or determinations are made in the Washington headquarters. 

Accordingly Treasury regulations provide that organizations file exemption 
applications when claiming exemption. The application must be filed in the 
office of the director of internal revenue in whose district the headquarters of 
the organization is located. A copy of the application required to be filed for 
exemption under section 101 (6) of the Internal Revenue Code is attached to 
this statement as exhibit B. 

After certain processing, involving control and examination for completeness, 
the director of internal revenue forwards the application to Washington for the 
attention of the Exempt Organizations Branch. 

The Exempt Organizations Branch performs one of the following administra- 
tive actions in connection with these applications: 

1. If the organization has not operated at least 12 months for purposes for 
which created, it is usually advised by letter that the Bureau is unable, at this 
time, to rule on its application owing to the absence of substantial operations 
which would establish its right to exemption under the law. If, however, the 
organization making application is a charitable one with communitywide partici- 
pation of a public character, or an educational organization such as a school, 
college, etc., having a student body with a regular curriculum, a tentative ruling 
s issued indicating that the organization will be exempt if it operates in accord- 
ince with the stated purposes, but requiring that it resubmit its application, 
with complete data, after a year’s actual operations. After study of the organi- 
zation’s operations, a formal ruling is issued. 

2. If the organization has been operating for at least 12 months and the facts 
supplied with its application establish that it is clearly exempt under the law, 
a ruling is issued which establishes the fact of tax exemption so long as the 
organization continues to operate in accordance with the statute and with the 
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purposes stated in the application. However, if additional information is needed, 
an investigation of the organization’s operations is made, either by direct com- 
munication with the organization by the Washington headquarters or through the 
director’s office in the field, or by both methods. Upon consideration of all estab- 
lished facts, a ruling is issued either granting or denying the exemption. 

In connection with the examination of applications and the determination of 
the exempt status of an organization, one source of information is the Attorney 
General's “subversive lists,” issued under the provisions of Executive Orders 
9300 and 9835, It is the practice to deny exemption to any organization appearing 
on such lists. 

Cases involving complex legal principles or unprecendented issues are referred 
for legal advice to the Office of the Chief Counsel for the Bureau. In these cases, 
the Chief Counsel either approves the proposed ruling on which his advice is 
requested, or he expresses his views and recommendations by memorandum to 
the Assistant Commissioner. 

An organization which applies for tax exemption, but which is denied such 
status, is required to file an income-tax return. Copies of letters denying exempt 
status are sent to the director of internal revenue in whose district the organiza- 
tion is located, thereby permitting the field office to establish whether the income- 
tax return of the organization is filed. 

B. Filing and examination of returns 

As previously stated, organizations entitled to tax exemption under section 101 
of the code are, with certain exceptions, required to file information returns as 
provided in section 54 (f). The information return required of most exempt 
organizations is designated as Form 990; but for organizations under section 
101 (6) a return designated as form 990—A is prescribed. Exhibit C is Form 990 
and exhibit D is form 990—A. 

seginning with the 1950 tax vear, form $90—-A has been used for section 101 (6) 
organizations required to file information returns. This form 9§0-A was pre- 
seribed in compliance with the requirements of section 153 of the code, as added 
by the Revenue Act of 1950, which requires the furnishing of information which 
the Bureau is to make public. The second sheet of form 990—-A (pp. 8 and 4) 
calls for such information. 

The Form 990-A is filed with the director of internal revenue who retains the 
second sheet on file for public inspection. The director forwards the first sheet 
of the form 990-A, together with any attachment, schedules and other informa- 
tion supplied by the organization, to Washington for consideration by the Exempt 
Organizations Branch, This Branch surveys the returns and selects for further 
examination those which disclose doubtful items or activities. The examination 
of the doubtful items or activities begins by obtaining, either directly from the 
organization or through the director’s office, the additional information needed 
to determine the right of the organization to continue to enjoy its exempt status. 
The procedure for making this determination is similar to that used in making 
the original determination on application of the organization for an exempt status, 

If, after examination, the organization is determined to be entitled to con- 
tinued exemption, it has been the Bureau practice so to notify the organization. 
If, however, the examination discloses that the organization is no longer entitled 
to exemption, the exemption is revoked and the taxpayer is notified to file income- 
tax retuirns. The appropriate director’s office is also notified of the revocation 
so that it can determine whether an income-tax return is filed. In connection with 
the examination of forms 990—A, consideration is given to information received 
from all sources as to whether an organization previously ruled exempt is still 
entitled to exemption. Such information may be received in letters from inform- 
ants, or from hearings before congressional committees, and from items which 
appear in newspapers and other publications. 

As previously stated, some organizations exempt under section 101 (6) of the 
Internal Revenue Code may also be subject to the tax imposed by supplement U 
on income from an unrelated business. Exempt organizations subject to tax under 
supplement U are required to file the tax return, form 990-T, in addition to 
form 990-A. <A eopy of form 990-T, which is a return much like the ordinary 
income-tax return filed by corporations and other businesses, is shown as 
exhibit E. The form 990-T tax return is processed differently from the exemp- 
tion application and the informaticen returns, forms 990 and 990-A. Briefly, the 
form 990-T return is processed in the same manner as other taxable returns. 
That is, the selection of returns for examination and the investigations are 
conducted by the audit division in the office of the director of internal revenue 
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which is responsible for determining the correctness of the tax return and the 
taxpayer's liability. 

An additional check on the 990-T returns is provided through the survey and 
selection for examination of forms 990-A in the Exempt Organizations Branch 
in Washington. As described above, it is the practice of the Bureau to investi- 
gate doubtful items in forms 990—A, and these investigations may lead to the 
requirement that the organization file a form 990—-T in addition to the form 
990—A.. 

C. Determinations by the courts. 

There remains for a full understanding of the statutory provisions and their 
administration to consider the role of the courts in interpreting the tax-exemption 
provisions. 

The Bureau of Internal Revenue, of course, does not have the final word as to 
whether an organization is exempt under section 101 and the related provisions 
of the Internal Revenue Code. Where the Bureau asserts that a tax is owing, 
its determination may be appealed to one of several courts. The appeal may be 
taken either by the organization which is ruled taxable rather than exempt, or 
by a person wo asserts his right to deduct contributions made. In either event, 
appeal to the courts may be made by either of the following procedure: ‘The 
organization, or the person making the contribution, may pay the disputed tax 
liability and then bring suit for refund in a United States district court or in the 
United States Court of Claims. On the other hand, the organization or person 
making the contribution has the right under existing law to choose to appeal an 
asserted income, estate, or gift tax deficiency prior to paying the tax, in which 
case an appeal is taken to the Tax Court of the United States. An adverse 
decision rendered by a district court, the Court of Claims, or the Tax Court may 
be appealed to a higher court in such cases as in other tax controversies. 

Accordingly, the judicial interpretations play an important role in the deter 
mining of the course of administration of the exemption provisions. A brief sum 
mary of the trend of judicial thinking under section 101 (6) may therefore be 
helpful. 

In general, the courts have indicated that while normally provisions exempting 
taxpayers from tax are to be strictly construed, the exemption under section 
101 (6) for religious and charitable organizations is to be liberally construed 
(Helvering v. Bliss, 298 U.S. 144). This approach appears to dominate judicial 
thinking in the area. Thus, it has been decided that the exemption under section 
101 (6) from the corporate tax applies to charitable trusts which, if taxable, 
would be taxed as individuals (Fifth-Third Union Trust Co. v. Comm’r., 56 F. 2d 
767) To he exempt as religious, it is not necessary that the organization he 
engaged in furtherance of one of the major religious faiths or be a recognized 
part of one of those bodies (Unity School of Christianity, 4 BTA 61). While 
charitable acts normally are considered as being done without recompense or 
profit, it is not necessary for exemption as charitable that an organization provide 
its services free of charge (Salem Lutheran Home Association, Tax Ct. Memo Op., 
May 26, 1943) The term “educational” is broader than mere activities such 
as those of schools and colleges, it includes the encouragement of good citizenship 
(Rose D. Forbes, 7 BTA 209) ; the discussion of industrial, political, and economic 
questions (Weyl v. Commissioner, 48 F. 2d 811); and the distribution of informa- 
tion on aleoholism (Cochran vy. Comm’r., 78 F. 2d 176). The term “scientific” 
is broader than the basic sciences and includes improvement of motion picture 
photography (American Society of Cinematographers, 42 BTA 675). The fact 
that upon the remote contingency of dissolution, accumulated earnings might 
inure to private stockholders does not violate the precept that no part of the net 
earnings may inure to the benefit of private shareholders or individuals (Miss 
Harris’ Florida School, BTA Memo Op., May 28, 1940). 


Ill, SUMMARY 


This summarizes the statutory provisions, the Bureau’s administrative pro- 
cedures, and the judicial interpretations. A final word needs to be said as to the 
Bureau’s workload and the scope of its task of administering the tax-exemption 
provisions. 

As previously indicated, the task of making determinations and rulings as 
to exempt status is performed in the Washington headquarters by the Exempt 
Organization Branch. This Branch is composed of 65 employees of whom 47 
are technical personnel qualified to prepare and review rulings and make de- 
terminations on returns filed. 
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During the fiscal year ended June 30, 1952, the Exempt Organizations Branch 
issued approximately 14,000 exemption status rulings, of which approximately 
10 percent were denials of exemption, It elso issued 2,500 advisory letters 
which did not rule on the exempt status of the organization. These issuances, 
of course, involve all organizations claiming exemption under section 101 and 
not sdlely those within the scope of this committee’s study. During the 2-year 
period ending June 30, 1952, the exemption under section 101 (6) of approxi- 
mately 55 organizations was revoked. 

More than 100,000 information returns are filed annually by all organizations 
exempt under section 101. A special study for 1946 indicated that about 14,000 
of the returns for such year were filed by organizations exempt under section 
101 (6). Moreover, this figure does not include all section 101 (6) organizations 
on which the Bureau must rule, for the reason that a large portion of such 
organizations, particularly in the religious and educational field, are not re- 
quired to file returns. The size of the section 101 (6) group of organizations 
is shown generally by the Bureau’s published cumulative list of charitable, re 
ligious, educational, and similar organizations, contributions to which are de 
ductible from the taxable income of contributors. These lists are published 
periodically and show the following totals of such organizations; 


12, 500 


As of June 30, 19380 
As of June 30, 1946 
As of June 30, 1950 





There has not been time to obtain sufficient experience under the provisions 
of the Revenue Act of 1950 to determine the effect on organizations claiming 
exemption. The provisions of the revenue act relating to prohibited trans 
actions and unrelated business income generally would first be reflected in re 
turns filed only this year. 

Mr. Chairman, this completes my statement and with your permission I would 
now like to submit for the records of your committee the matters previously re 
ferred to as exhibits A, B, C, D, and F., 


Exurperr A 
\PPENDIX—APPLICABLE PROVISIONS OF THE INTERNAL 
REVENUE LAWS 
TABLE OF CONTENTS 


A Exemptions and other provisions directed to the organization itself. 
(1) Basic income tax exemption 
(2) Denial of exemption—Subversive activities; prohibited transactions; unrea 
sonable accumulation of income 
(3) Feeder organizations-—Taxable years beginning before January 1, 1951 
(4) Taxation of business income (supplement U). 
(5) Employment taxes—Exemptions and special provisions 
(i) Federal Insurance Contributions Act. 
(ji) Federal Unemployment Tax Act. 
(iii) Collection of income tax at source on wages 
(6) Excise taxes--Exemptions 
B Deductions and other provisions directed to persons dealing with the organization 
(1) Income tax provisions 
(2) Estate tax provisions. 
(3) Gift tax provisions 
(4) Provisions generally applicable 
C. Administrative provisions 
D. Miseellaneous and technical provisions 
(1) Income tax 
(2) Estate tax 
Nort All sections set forth below are quoted from the Internal Revenue Code, as 
amended, unless otherwise indicated 


A EXEMPTIONS AND OTHER PROVISIONS DTRECTED TO THE ORGANIZATION ITSELF 


(1) Basie Income Tax Exemption 


SEC. 161, EXEMPTIONS FROM TAX ON CORPORATIONS. [AS AMENDED BY SEC, 3061, 
REVENUE ACT OF 1950, AND SEC, 314, REVENUE ACT OF 1951] 


Except as provided in paragraph (12) (B) and in supplement U, the following 
organizations shall be exempt from taxation under this chapter 
7 - = . a oe . 
(6) Corporations, and any community chest, fund, or foundation, organ- 
ized and operated exclusively for religious, charitable, scientific, literary, or 
educational purposes, or for the prevention of cruelty to children or animals, 
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no part of the net earnings of which inures to the benefit of any private 
shareholder or individual, and no substantial part of the activities of which 
is carrying on propaganda, or otherwise attempting’, to influence legislation. 
For loss of exemption under certain circumstances, see sections 3813 and 
3814; 
om of om = = - a 
[ Norr.—The following paragraph, relating to feeder organizations, is 
applicable only to taxable years beginning after December 31, 1950. 
For other provisions applicable to this paragraph, see sec. 303, Revenue 
Act of 1950, set forth below. For provisions applicable to prior taxable 
years, see sec, 302, Revenue Act of 1950, and sec. 601, Revenue Act of 
1951, set forth below. } 

An organization operated for the primary purpose of carrying on a trade or 
business for profit shall not be exempt under any paragraph of this section 
on the ground that all of its profits are payable to one or more organizations 
exempt under this section from taxation. For the purposes of this paragraph 
the term “trade or business” shall not include the rental by an organization of its 
real property (including personal property leased with the real property). 

Notwithstanding paragraph (12) (B) and supplement U, an organization de- 


scribed in this section (other than in the preceding paragraph) shall be considered 
an organization exempt from income taxes for the purpose of any law which 
refers t ganizations exempt from income taxes. 


* * * The determination as to whether an organization is exempt under 
section 101 of the Internal Revenue Code from taxation for any taxable year 
beginning before January 1, 1951, shall be made as if section 301 (b) of this Act 
{which section inserted the paragraph of section 101, quoted above, relating to 
feeder organizations] had not been enacted and without inferences drawn from 
the fact that the amendment made by such section is not expressly made appli- 
cable with respect to taxable years beginning before January 1, 1951. 

[No The Revenue Act of 1950 amended the first clause of sec. 101 by 
inserting a reference to taxation under supplement U, and added the last 
two paragraphs of sec. 101 quoted above. The Revenue Act of 1951 inserted 
a reference to taxation under sec. 101 (12) (1B), relating to certain coopera- 
tive associations, in the first clause and the last paragraph. ] 

SEC. 141. CONSOLIDATED RETURNS. 
* * * © * * * 

(e) Definition of “Includible Corporation”’.—As used in this section, the term 
“includil corporation” means any corporation except— 

(1) Corporations exempt from taxation under section 101. 


SUPPLEMENT P—FOREIGN PERSONAL HOLDING COMPANY 


SEC. 331. DEFINITION OF FOREIGN PERSONAL HOLDING COMPANY. 
a * HE co a * 
(b) Execeptions.—The term “foreign personal holding company” does not in- 


clude a corporation exempt from taxation under section 101. 


SUBCHAPTER D—EXCESS PROFITS TAX 


SEC, 454. EXEMPT CORPORATIONS. 

The following corporations, except a member of an affiliated group of corpora- 
tions filing a consolidated return under section 141, shall be exempt from the tax 
imposed by this subchapter: 

(a) Corporations exempt under section 101 from the tax imposed by this 


chapter 
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CHAPTER 2, INTERNAL REVENUE CODE 
SUBCHAPTER A—PERSONAL HOLDING COMPANIES 


SEC. 501. DEFINITION OF PERSONAL HOLDING COMPANY, 


(b) Baeceptions.—The term “personal holding company” does not include— 
(1) A corporation exempt from taxation under section 101. 


CHAPTER 2, INTERNAL REVENUE CODE 
SUBCHAPTER D-——-UNJUST ENRICHMENT 
SEC, 702. ADMINISTRATIVE PROVISIONS. 


(a) All provisions of law (including penalties) applicable with respect to 
taxes imposed by chapter 1, shall, insofar as not inconsistent with this sub- 
chapter, be applicable with respect to the taxes imposed by this subchapter, 
except that the provisions of sections 101, 131, 251, and 252 shall not be 
applicable. 


(2) Denial of Exemption—Subdversive Activities; Prohibited Transactions ; 
Unreasonable Accumulation of Income 


INTERNAL SECURITY ACT OF 1950 


AN ACT To protect the United States against certain un-American and subversive activi 
ties by requiring registration of Communist organizations, and for other purposes 


TITLE I—-SuUBVERSIVE ACTIVITIES CONTROL ACT 


DENIAL OF TAX DEDUCTIONS AND EXEMPTION 


* * * * - + > 


(b) No organization shall be entitled to exemption from federal income tax, 
under section 101 of the Internal Revenue Code, for any taxable year if at any 
time during such taxable year (1) such organization is registered under section 
7, or (2) there is in effect a final order of the Board requiring such organization 
to register under section 7. 


[Norr.—Sec. 38138, set forth below, is applicable only to taxable years 
beginning after December 31, 1950.] 


SEC. 3818. REQUIREMENTS FOR EXEMPTION OF CERTAIN ORGANIZATIONS UNDER 
SECTION 101 (6) AND FOR DEDUCTIBILITY OF CONTRIBUTIONS MADE 
TO SUCH ORGANIZATIONS [AS ADDED BY SEC. 331, REVENUE ACT OF 
1950]. 


(a) Organizations to Which Section Applies.—This section. shall apply to any 
organization described in section 101 (6) except— 

(1) areligious organization (other than a trust) ; 

(2) an educational organization which normally maintains a regular 
faculty and curriculum and normally has a regularly enrolled body of 
pupils or students in attendance at the place where its educational activities 
are regularly carried on ; 

(3) an organization which normally receives a substantial part of its 
support (exclusive of income received in the exercise or performance by such 
organization of its charitable, educational, or other purpose or function con- 
stituting the basis for its exemption under section 101 (6) ) from the United 
States or any State or political subdivision thereof or from direct or indirect 
contributions from the general public ; 

(4) an organization which is operated, supervised, controlled, or prin- 
cipally supported by a religious organization (other than a trust) which is 
itself not subject to the provisions of this section ; and 

(5) an organization the priucipal purposes or functions of which are the 
providing of medical or hospital care or medical education or medical 
research. 
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(b) Prohibited Transactions.—For the purposes of this section, the term “pro- 
hibited transaction” means any transaction in which an organization subject 
to the provisions of this section— 

(1) lends any part of its income or co)"pus, without the receipt of adequate 
security and a reasonable rate of interest, to; 
(2) pays any compensation, in excess of a reasonable allewance for 
salaries or other compensation for personal services actually rendered to; 
(3) makes any part of its services available on a preferential basis to; 
(4) makes any substantial purchase of securities or any other property, 
more than adequate consideration in money or money's worth, from; 
(5) sells any substantial part of its securities or other property, for less 
han an adequate consideration in money or money’s worth, to; or 

(6) engages in any other transaction which results in a substantial diver- 

sion of its income or corpus to; 


for 


the creator of such organization (if a trust): a person who has made a sub- 
fantial contribution to such organization: a member of the family (as defined 
in section 24 (b) (2) (D)) of an individual who is the creator of such trust or 
Who has made a substantial contribution to such organization; or a corporation 
controlled by such creator or person through the ownership, directly or in- 
directly, of 50 per centum or more of the total combined voting power of all 
classes of stock entitled to vote or 50 per centum or more of the total value of 
shares of all classes of stock of the corporation. 


Denial of Lavemption to Organizations Engaged in Prohibited Trans- 
acti? 

(1) General rule No organization subject to the provisions of this sec 

tion which has engaged in a prohibited transaction after July 1, 1950 shall 


exempt from taxation under section 101 (6). 
2) Tarahle years affected An organization shall be denied exemption 
from taxation under section 101 (6) by reason of paragraph (1) only for 
xable vears subsequent to the taxableeyear during which it is notified by 
he Secretary that it has engaged in a prohibited transaction, unless such 
organization entered into such prohibited transaction with the purpose of 
diverting corpus or income of the organization from its exempt purposes, and 
such transaction involved a substantial part of the corpus or income of such 
organization 
1) Fut e Ntatus of Organization Denied Exemption —Any organization de 
nied exemption under section 101 (6) by reason of the provisions of subsection 
(c), with respect to any taxable year following the taxable year in which notice 
of denial of exemption was received, may, under regulations prescribed by the 
Secretary, file-claim for exemption, and if the Secretary, pursuant to such regu 
lations, is satisfied that such organization will not knowingly again ge.ina 
prohibited transaction, such organization shall be exempt with respect to tax 
able vears subsequent to the year in which such claim is filed. 

(e) Disallowance of Certain Charitable, Etc., Deductions.—No gift or bequest 
for religious, charitable, scientific, literary, or educational purposes (including 
the encouragement of art and the prevention of cruelty to children or animals), 
otherwise allowable as a deduction under section 23 (0) (2), 23 (q) (2), 162 (a), 
505 (a) (2), 812 (da), 861 (a) (3), 1004 (a) (2) (B), or 1004 (b) (2) or (3), 
shall be allowed as a deduction if made to an organization which, in the taxable 
year of the organization in which the gift or bequest is made, is not exempt 
under section 101 (6) by reason of the provisions of this section. With respect 
to any taxable year of the organization for which the organization is not exempt 
pursuant to the provisions of subsection (c) by reason of having engaged in a 
prohibited transaction with the purpose of diverting the corpus or income of 
such organization from its exempt purposes and such transaction involved a sub- 
stantial part of such corpus or income, and which taxable vear is the same, or 
prior to the, taxable year of the organization in which such transaction occurred, 
such deduction shall be disallowed the donor only if such donor or (if such donor 
is an individual) any member of his family (as defined in section 24 (b) (2) (D)) 
was a party to such prohibited transaction. 

(f) Definition.—For the purposes of this section, the term “gift or bequest” 
means any gift, contribution, bequest, devise, legacy, or transfer. 

[ Nott Sec. 3814, set forth below, is applicable only to taxable years 
beginning after December 31, 1950.] 
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SEC. 3814. DENIAL OF EXEMPTION UNDER SECTION 101 (6) IN THE CASE OF CER- 
TAIN ORGANIZATIONS ACCUMULATING INCOME [AS ADDED BY SEC- 
TION 331, REVENUE ACT OF 1950]. 


In the case of any organization described in section 101 (6) to which section 
3813 is applicable, if the amounts accumulated our of income during the taxable 
year or any prior taxable year and not actually paid out by the end of the taxable 
vear 

(1) are unreasonable in amount or duration in order to carry out the char- 
itable, educational, or other purpose or function constituting the basis for 
such organization’s exemption under section 101 (6) ; or 

(2) are used to a substantial degree for purposes or functions other than 
those constituting the basis for such organization’s exemption under sec- 
tion 101 (6): or 

(3) are invested in such a manner as to jeopardize the carrying out of the 
charitable, educational, or other purpose or function constituting the basis 
for such organization's exemption under section 101 (6), 

exemption under section 101 (6) shall be denied for the taxable year. 


(3) Feeder Organizations—Taaable Years Beginning Before January 1, 1951 


SEC. 302. EXEMPTION OF CERTAIN ORGANIZATIONS FOR PAST YEARS [REVENUE 
ACT OF 1950}. 


(a) Trade or Business Not Unrelated.—F¥or any taxable year beginning prior 
to January 1, 1951, no organization shall be denied exemption under paragraph 
(1), (6), or (7) of section 101 of the Internal Revenue Code on the grounds that 
it is carrying on a trade or business for profit if the income from such trade or 
business would not be taxable as unrelated business income under the provisions 
of Supplement U of the Internal Revenue Code, as amended by this Act, or if 
such trade or business is the rental by such organization of its real property 
(including personal property leased with the real property). 

(b) Period of Limitations.—In the case of an organization which would other- 
wise be exempt under section 101 of the Internal Revenue Code were it not carry- 
ing on a trade or business for profit, the filing of the information return required 
by section 54 (f) of the Internal Revenue Code (relating to returns by tax- 
exempt organizations) for any taxable year beginning prior to January 1, 1951, 
shall be deemed to be the filing of a return for the purposes of section 275 of the 
Internal Revenue Code (relating to period of limitation upon assessment and 
collection). In the case of such an organization which was, by the provisions of 
section 54 (f) of the Internal Revenue Code, specifically not required to file such 
information return, for the purposes of the preceding sentence a return shall be 
deemed to have been filed at the time when such return should have been filed 
had it been so required. The provisions of this subsection shall not apply to a 
taxable year of such an organization with respect to which, prior to Septem- 
ber 20, 1950, (1) any amount of tax was assessed or paid, or (2) a notice of 
deficiency under section 272 of the Internal Revenue Code was sent to the 
taxpayer. 

(c) Denial of Deductions.—A gift or bequest to an organization prior to Jan- 
uary 1, 1951, for religious, charitable, scientific, literary, or educational purposes 
(including the encouragement of art and the prevention of cruelty to children or 
animals) otherwise allowable as a deduction under section 23 (0) (2), 23 (q) 
(2), 162 (a), 505 (a) (2), 812 (d), 861 (a) (3), 1004 (a) (2) (B), or 1004 (b) 

2) or (3) of the Internal Revenue Code, may not be denied under such sections 
if a denial of exemption to such organization for the taxable year of the organi- 
zation in which such gift or bequest was made is prevented by the provisions of 
subsection (a) or (b) of this section. [Revenue Act of 1950.] 


SEC. 601. EXEMPTION OF CERTAIN ORGANIZATIONS FROM INCOME TAX FOR PRIOR 
TAXABLE YEARS [REVENUE ACT OF 1951]. 


Section 302 of the Revenue Act of 1950 (relating to exemption of certain 
organizations for past years) is amended by adding at the end thereof the follow- 
ing new subsection : 

(d) Profits Inuring to the Benefit of Certain Educational Organizations or 
Hospitals.—For any taxable year beginning prior to January 1, 1951, an organ- 
ization operated for the primary purpose of carrying on a trade or business for 
profit, no part of the net earnings of which inures to the benefit of any private 
shareholder or individual and all of the net earnings of which inure to the benefit 
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of an educational organization which normally maintains a regular faculty and 
curriculum and normally has a regularly organized body of pupils or students 
in attendance at the place where its educational activities are regularly carried 
on, or to the benefit of a hospital, or an institution for the rehabilitation of 
physically handicapped persons, which maintains or is building for proper 
maintenance a hospital or institution staffed or to be staffed by qualified profes- 
sional persons for the treatment of the sick and/or the rehabilitation of the 
physically handicapped, shall not be denied exemption from taxation under 
section 101 of the Internal Revenue Code on the ground that it is carrying on a 
trade or business for profit. The determination as to whether an organization 
other than one described in this subsection is exempt under section 101 of the 
Internal Revenue Code from taxation for any taxable year beginning before Janu- 
uary 1, 1951, shall be made as if this subsection and section 301 (b) of this Act 
[which section inserted the penultimate paragraph of section 101, relating to 
feeder organizations] had not been enacted and without inferences drawn from 
the fact that this subsection and the amendment made by section 301 (b) are not 
expressly made applicable with respect to taxable years beginning before 
January 1, 1951 [Revenue Act of 1951.] 


(4) Tasration of Business Income (Supplement U) 


SUPPLEMENT Tt rAXATION OF BUSINESS INCOME OF CERTAIN SECTION 101 
ORGANIZATIONS 


SEC. 421. IMPOSITION OF TAX [AS ADDED BY SECTION 301 OF THE REVENUE ACT 
OF 1951, AND AMENDED BY SECTION 201, EXCESS PROFITS TAX ACT OF 
1950 AND SECTIONS 121 AND 339, REVENUE ACT OF 1951] 


a) In General.—There shall be levied, collected, and paid for each taxable 
year beginning after December 31, 1950— 

(1) upon the supplement U net income (as defined in subsection (c)) of 
every organization described in subsection (b) (1), a normal tax of 25 
per centum of the supplement U net income, and a surtax of 22 per centum 
of the amount of the supplement U net income in excess of $25,000; except 
that (A) in the case of taxable years beginning before April 1, 1951, and 
ending after March 31, 1951, the normal tax shall be 2854 per centum of the 
supplement U net income, and (B) in the case of taxable years beginning 
after March 31, 1951, and before April 1, 1954, the normal tax shall be 
30 per centum of the supplement U net income. 

(2) upon the supplemental U net income of every trust described in sub 
section (b) (2),a normal tax computed at the rate and in the manner provided in 
section 11 anda surtax computed at the rates and in the manner provided in sec- 
tion 12 (b). In making such computations for the purposes of this section, the 
term “the amount of the net income in excess of the credits against net income 
provided in section 25” as used in section 11 shall be read as “the amount of the 
supplement U net income” and the term “surtax net income” as used in section 
12 (b) shall be read as “supplement U net income”. 

(b) Organizations Subject to Tar 

(1) Organizations Taxable as Corporations.- 

(A) Organizations Exempt Under Section 101 (1), (6), (7), ana 
14.—The taxes imposed by subsection (a) (1) shall apply in the 
ease of any organization (other than a church, a convention or associ: 
ation of churches, or a trust described in paragraph (2)) which is 
exempt, except as provided in this supplement, from taxation under this 
chapter by reason of paragraph (1), (6), or (7) of section 101. Suck 
taxes shall also apply in the case of a corporation described in sectior 
101 (14) if the income is payable to an organization which itself is sub 
ject to the tax imposed by subsection (a) or to a church or to a conven 
tion or association of churches 

(B) State Colleges and Univrersities._-The taxes imposed by subsec 
section (a) (1) shall apply in the case of any college or university whict 
is an agency or instrumentality of any government or any political sub 
division thereof, or which is owned or operated by a government or any 
political subdivision thereof or by any agency or instrumentality of any 
one or more governments or political subdivisions. Such taxes shall als 
apply in the case of any corporation wholly owned by one or more sucl 
colleges or universities 
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(2) Trusts Taxable at Individual Rates.—The taxes imposed by subsec- 
tion (a) (2) shall apply in the case of any trust which is exempt, except as 
provided in this supplement, from taxation under this chapter by reason of 
paragraph (6) of section 101 and which, if it were not for such exemption, 
would be subject to the provisions of supplement F 

(c) Definition of Supplement U Net Income.—The term “supplement U net in 
come” of an organization means the amount by which its unrelated business net 
income (as defined in section 422) exceeds $1,000. 

(d) Foreign Organizations.—The supplement U net income of an organization 
deseribed in subsection (b) (1) or (2) which is a foreign organization shall be 
its supplement U net income derived from sources within the United States deter- 
mined in accordance with the rules of section 119 and sections 212, 213 (a), 231 
(ec) and (d), and 232 (a). 

[NorE.—The provisions of sec, 421 (a) relating to rate of tuxation were 
amended by sec. 201, Excess Profits Tax Act of 1950, and sec. 121 (e), 
Revenue Act of 1951. The provisions of sec. 421 (b) (1) (B), relating to 
State colleges and universities, were added by sec. 339, Revenue Act of 


1951. ] 


SEC, 422. UNRELATED BUSINESS NET INCOME [AS ADDED BY SECTION 301, REVENUE 
ACT OF 1950, AND AMENDED BY SECTIONS 339, 347, AND 348, REVENUE 
ACT OF 1951]. 


(a) Definition The term “unrelated business net income’ means the gross 
income derived by any organization from any unrelated trade or business (as 
defined in subsection (b)) regularly carried on by it, less the deductions allowed 
by section 23 which are directly connected with the carrying on of such trade 
or business, subject to the following exceptions, additions, and limitations: 

(1) There shall be excluded all dividends, interest, and annuities, and 
all deductions directly connected with such income. 

(2) There shall be excluded all royalties (including overriding royalties) 
whether measured by production or by gross or net income from the property, 
and all deductions directly connected with such income. 

(3) There shall be excluded all rents from real property (including per- 
sonal property leased with the real property) and all deductions directly 
connected with such rents. 

(4) Notwithstanding paragraph (3), in the case of a supplement U lease 
(as defined in section 423 (a)) there shall be included, as an item of gross 
income derived from an unrelated trade or business, the amount ascertained 
under section 4283 (d) (1) and there shall be allowed, as a deduction, the 
amount ascertained under section 423 (d) (2). 

(5) There shall be excluded all gains or losses from the sale, exchange or 
other disposition of property other than (A) stock in trade or other prop- 
erty of a kind which would properly be includible in inventory if on hand 
at the close of the taxable year, or (B) property held primarily for sale to 
customers in the ordinary course of the trade or business. This paragraph 
shall not apply with respect to the cutting of timber which is considered, 
upon the application of section 117 (kK) (1), as a sale or exchange of such 
timber. 

(6) The net operating loss deduction provided in section 23 (s) shall be 
allowed, except that— 

(A) the net operating loss for any taxable year, the amount of the 
net operating loss carry-hack or carry-over to any taxable year, and the 
net operating loss deduction for any taxable year shall be determined 
under section 122 without taking into account any amount of income 
or deduction which is included under this supplement in computing the 
unrelated business net income; and 

(B) the terms “preceding taxable year” and “preceding taxable years” 
as used in section 122 shall not include any taxable year for which the 
organization was not subject to the provisions of this supplement. 

(7) There shall be excluded all income derived from research for (A) 
the United States, or any of its agencies or instrumentalities, or (B) any 
State or political subdivision thereof; and there shall be excluded all 
deductions directly connected with such income. 

(8) (A) In the case of a college, university, or hospital, there shall be 
excluded all income derived from research performed for any person, and 
all deductions directly connected with such income. 
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(B) In the case of an organization operated primarily for the purposes 
of carrying on fundamental research the results of which are freely avail- 
able to the general public, there shall be excluded all income derived from 
research performed for any person, and all deductions directly connected 
with such income. 

(9) (A) In the case of any organization described in section 421 (b) (1), 
the so-called “charitable contribution” deduction allowed by section 22 ( q) 
shall be allowed (whether or not directly connected with the carrying on 
of the trade or business), but shall not exceed 5 per centum of the unrelated 
business net income computed without the benefit of this subparagraph. 

(B) In the case of any trust described in section 421 (b) (2), the so- 
ealled “charitable contribution” deduction allowed by section 23 (0) shall 
be allowed (whether or not directly connected with the carrying on of the 
trade or business), and for such purpose a distribution made by the trust 
to a beneficiary described in section 23 (0) shall be considered as a gift or 
contribution. The deduction allowed by this subparagraph shall not exceed 
15 per centum of the unrelated business net income computed without the 
benefit of this subparagraph. 

If a trade or business regularly carried on by a partnership of which an organi- 
zation is a member is an unrelated trade or business with respect to such organi- 
zation, such organization in computing its unrelated business net income shall, 
subject to the exceptions, additions, and limitations contained in paragraphs 
(1) through (9) above, include its share (whether or not distributed) of the 
gross income of the partnership from such unrelated trade or business and its 
share of the partnership deductions directly connected with such gross income. 
If the taxable year of the organization is different from that of the partnership, 
the amounts to be so included or deducted in computing the unrelated business 
net income shall be based upon the income and deductions of the partnership 
for any taxable year of the partnership (whether beginning on, before, or after 
January 1, 1951) ending within or with the taxable year of the organization. In 
the case of an organization described in section 3813 (a) (2) which is a member 
of a partnership all of whose members are organizations described in section 
3813 (a) (2), if a trade or business regularly carried on by such partnership 
is an unrelated trade or business with respect to such organization, such organi- 
zation shall, for taxable years beginning before January 1, 1954, be allowed a 
deduction in an amount equal to the portion of the gross income of such partner- 
ship from such unrelated trade or business which such organization is required 
(by a provision of a written contract executed by such organization prior to 
January 1, 1950, which provision expressly deals with the disposition of the 
gross income of the partnership) to pay within the taxable year in discharge of 
indebtedness incurred by such organization in acquiring its share of such trade or 
business, or to irrevocably set aside within the taxable year for the discharge of 
such indebtedness (to the extent that such amount has been so paid or set aside) 
if (i) such partnership was formed prior to January 1, 1950. for the purpose 
of carrying on such trade or business, and (ii) substantially all the assets used 
in carrying on such trade or business were acquired by it or by its members prior 
to such date. As used in the preceding sentence, the word “indebtedness” does 
not include indebtedness after January 1, 1950. 

(b) Unrelated Trade or Business——The term “unrelated trade or business” 
means, in the case of any organization subject to the tax imposed by section 421 
(a), any trade or business the conduct.of which is not substantially related 
(aside from the need of such organization for income or funds or the use it 
makes of the profits derived) to the exercise or performance by such organization 
of its charitable, educational, or other purpose or function constituting the basis 
for its exemption under section 101 (or, in the case of an organization described 
in section 421 (b) (1) (B), to the exercise or performance of any purpose or 
function described in section 101 (6), except that such term shall not include 
any trade or business— 

(1) in which substantially all the work in carrying on such trade or 
business is performed for the organization without compensation; or 

(2) which is carried on, in the case of an organization described in sec- 
tion 101 (6) or in the case of a college or university described in section 
421 (b) (1) (B), by the organization primarily for the convenience of its 
members, students, patients, officers, or employees; or 

(3) which is the selling of merchandise, substantially all of which has 
been received by the organization as gifts or contributions. 
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The term “unrelated trade or business’ means, in the case of a trust computing 
its unrelated business net income under this section for the purpose of section 
162 (g) (1), any trade or business regularly carried on by such trust or by a 
partnership of which it is a member. If a publishing business carried on by an 
organization during a taxable year beginning before January 1, 1953, is, without 
regard to this sentence, ar unrelated irade or business, but before the begin- 
ning of the third succeeding taxable year the business is carried on by it (or 
by a successor who acquired such business in a liquidation which would consti- 
tute a tax-free exchange under section 112 (b) (6)) in such manner that the 
conduct thereof is substantially related to the exercise or performance by such 
organization (or such successor) of its educational or other purpose or function 
deseribed in section 101 (6), such publishing business shall not be considered, 
for the taxable year, as an unrelated trade or business. 

[Nore.—The provisions of sec. 422 (b) relating to State colleges and 
universities described in sec. 421 (b) (1) (B) were added by sec. 339, 
Revenue Act of 1951. Sec. 347 of the Revenue Act of 1951 added the last 
sentence of sec. 422 (b), relating to certain publishing businesses. Sec. 348 
of the Revenue Act of 1951 added the last two sentences of sec. 421 (a), 
relating to organizations which are members of certain partnerships. ] 


SEC. 423. SUPPLEMENT U LEASE [AS ADDED BY SEC, 301, REVENUE ACT OF 1950}. 


(a) Definition of Supplement U Lease.—The term “supplement U lease’? means 
a lease for a term of more than five years of real property by an organization (or 
by a partnership of which it is a member), if at the close of the lessor’s taxable 
year there is a supplement U lease indebtedness (as defined in subsection (b) ) 
with respect to such property. In computing the term of a lease which con- 
tains an option for renewal or extension, the term of such lease shall be con- 
sidered as including any period for which such option may be exercised; and 
the term of any lease made pursuant to an exercise of such option shall include 
the period during which the prior lease was in effect. If real property is ac- 
quired subject to a lease, the term of such lease shall be considered to begin 
on the date of such acquisition. No lease shall be considered a supplement U 
lease if (A) such lease is entered into primarily for purposes which are sub- 
stantially related (aside from the need of such organization for income or 
funds or the use it makes of the rents derived) to the exercise or performance by 
such organization of its charitable, educational, or other purpose or function 
constituting the basis for its exemption under section 101, or (B) the lease is of 
premises in a building primarily designed for occupancy, and occupied, by the 
organization. If a lease for more than five years to a tenant is for only a portion 
of the real property, and space in the real property is rented during the taxable 
year under a lease for not more than five years to any other tenant of the or- 
ganization, leases of the real property for more than five years shall be con- 
sidered as Supplement U leases during the taxable year only if— 


(1) the rents derived from the real property during the taxable year 
under such leases represent 50 per centum or more of the total rents derived 
during the taxable year from the real property; or the area of the premises 
occupied under such leases represents, at any time during the taxable year, 
50 per centum or more of the total area of the real property rented at such 
time: or 

(2) the rent derived from the real property during the taxable year from 
any tenant under such a lease, or from a group of tenants (under such leases) 
who are (A) members of an affiliated group (as defined in section 141) or 
(B) partners, represents more than 10 per centum of the total rents derived 
during the taxable year from such property; or the area of the premises 
occupied by any one such tenant, or by any such group of tenants, represents 
at any time during the taxable year more than 10 per centum of the total 
area of the real property rented at such time. 

(b) Supplement U Lease Indebtedness—The term “supplement U lease in- 
debtedness” means, with respect to any real property leased for a term of more 
than five years, the unpaid amount of— 


(1) the indebtedness incurred by the lessor in acquiring or improving 
such: property : 

(2) the indebtedness incurred prior to the acquisition or improvement 
of such property if such indebtedness would not have been incurred but for 
such acquisition or improvement; and 
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(3) the indebtedness incurred subsequent to the acquisition or improve- 
ment of such property if such indebtedness would not have been incurred but 
for such acquisition or improvement and the incurrence of such indebtedness 


e 


was reasonably foreseeable at the time of such acquisition or improvement. 
Where real property is acquired subject to a mortgage or other similar lien, the 
amount of the indebtedness secured by such mortgage or lien shall be considered 
(whether the acquisition was by gift, devise, or purchase) as an indebtedness 
of the lessor incurred in acquiring such property even though the lessor did not 
to pay such indebtedness, except that where real property was 


assume or agree 
acquired by gift, bequest, or devise prior to July 1, 1950, subject to a mortgage 


or other similar lien, the amount of such mortgage or other similar lien shall 
lessor incurred in acquiring such 
Where real property was acquired by gift, bequest, or devise prior to 


1, 1950, subject to a lease requiring improvements in such property upon 


not be considered as an indebtedness of the 





pI ing of stated contingencies, indebtedness incurred in improving such 

in accordance with the terms of such lease shall not be considered as an 
indebtedness for purposes of this subsection, In the case of a corporation de- 
scribed in ction 101 (14), all of the stock of which was acquired prior to 
July 1, 1950, by an organization described in paragraph (1), (6), er (7) of 
section 101 (and more than one-third of such stock was acquired by such organi- 


; 


zation by gift or bequest), any indebtedness incurred by such corporation prior 
to July 1, 1950, and any indebtedness incurred by such corporation on or after 


such date i proving real property in accordance with the terms of a lease 
entered to prior to such date, shall not be considered as an indebtedness with 
respect such corporation or such organization for purposes of this subsection. 
In detern ig tl umount of the supplement U lease indebtedness where only 
ap i the real property is subject to a supplement U lease, proper alloca- 
tion to the premises covered by such lease shall be made of the indebtedness 

d by the lessor with respect to the real property. 

Personal Property Leased With Real Property.—For the purposes of this 
sect , the term “real property’ and the term “premises” include personal 
propel of the lessor leased by it to a lessee of its real estate if the lease of 


such personal property is made under, or in connection with, the lease of such 


j tment of Supple ment U Lease Rents and Deductions In computing 
under s« on 422 (a) the unrelated business net income for any taxable year— 
(1 ‘ercentage of Rents Taken Into Account.—There shall be included 

with respect to each supplement U lease, as an item of gross income derived 

fr an unrelated trade or business, an amount which is the same percen- 

ve (but not in excess of 100 per centum) of the total rents derived during 
taxable year under such lease as (A) the supplement U lease indebted- 


nes it the close of the taxable vear, with respect to the premises covered 
by such lease is of (B) the adjusted basis, at the close of the taxable year, 


ot su h premises 


) pP ("4 tayve of D ductions Taken Into Account.—There shall be al- 


owed with respect to each supplement U lease, as a deduction to be taken 
into account in computing unrelated business net income, an amount which 
is the same percentage (but not in excess of 100 per centum) of the sum 
determined under paragraph (3) as the amount determined under clause (A) 


of paragraph (1) is of the amount determined under clause (B) of such 
paragraph 

(3) Deductions Allowable——The sum referred to in paragraph (2) is the 
sum of the following deductions allowable under section 23: 

(A) Taxes and other expenses paid or accrued during the taxable 
vear upon or with respect to the real property subject to the supplement 
U lease 

(B) Interest paid or accrued during the taxable year on the supple- 
ment U lease indebtedness. 

(C) A reasonable allowance for exhaustion, wear and tear (includ- 
ing a reasonable allowance for obsolescence) of the real property sub- 
ject to such lease 

Where only a portion of the real property is subject to the supplement U lease, 
there shall be taken into account under subparagraph (A), (B), or (C) only 
those amounts which are properly allocable to the premises covered by such lease. 





mprove- 
rred but 
btedness 
vement. 
lien, the 
sidered 
tedness 
did not 
rty was 
ortgage 
n shall 
ig such 
rior to 
y upon 
iz Such 
das an 
ion de 
rior to 
(7) of 
rgani- 
prior 
r after 
i lease 
S with 
ection. 
e only 
alloca- 


~iness 


f this 
rsonal 
ise of 


f such 


uting 
ear— 
luded 
‘rived 
‘Trcen- 
uring 
‘bted- 
vered 
year, 


e al- 
faken 
vhich 
sum 
(A) 
such 


s the 


cable 
nent 


pple- 


‘lud- 
sub- 


ase, 
only 
ase, 


TREASURY AND POST OFFICE APPROPRIATIONS, 1954 75 


SEC. 424. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF THE UNITED STATES 
[AS ADDED BY SEC, 301, REVENUE ACT OF 1950}. 


The amount of income, war-profits, and excess-profits taxes imposed by foreign 
countries or possessions of the United States shall be allowed as a ert dit against 
the tax of an organization subject to the tax imposed by section 421 (a) to the 
extent provided in section 131; and in the case of the tax imposed by section 
421 (a), the term “normal-tax net income” and the term “net income” as used in 
section 131 shall be read as “supplement U net income.” 


SEC. 143. WITHHOLDING OF TAX AT SOURCE [AS AMENDED BY SEC. 301, REVENUE 
ACT OF 1950}. 


* * * * = * * 


(h) Withholding on Certain Foreign Tax-Erempt Organizations.—In the case 
of income of a foreign organization subject to the tax imposed by section 421 (a), 
the provisions of this section and section 144 shall apply to rents includible 
under section 422 in computing its unrelated business net income, but only to 
the extent and subject to such conditions as may be provided under regulations 
prescribed by the Secretary. 


SUPPLEMENT H——-NONRESIDENT ALIEN INDIVIDUALS 


SEC. 221. FOREIGN EDUCATIONAL, CHARITABLE, AND CERTAIN OTHER EXEMPT 
ORGANIZATIONS. 


For special provisions relating to foreign educational, charitable and other 


exempt trusts, see section 421 (d). 


SUPPLEMENT I—FOREIGN CORPORATIONS 


SEC. 238. FOREIGN EDUCATIONAL, CHARITABLE, AND CERTAIN OTHER EXEMPT 
ORGANIZATIONS. 


For special provisions, relating to foreign educational, charitable and certain 
other exempt organizations, see section 421 (d). 
(5) Employment Tares—Eremptions and Special Provisions 


(i) Federal Insurance Contributions Act (Subchapter A of Chapter 9 of the 
Internal Revenue Code) 

{ Nore.—Services performed for organizations exempt from income tax 
under sec 101 (6) of the Internal Revenue Code are excepted from “em- 
ployment.” as defined in see 1426 (b) (9) (B) of the Federal Insurance 
Contributions Act, except during the period for which a certificate, filed 
pursuant to sec. 1426 (1), is in effect certifying that the organization desires 
to have the insurance system established by title II of the Social Security 
Act extended to services performed by its employees. An organization 
which has filed such a certificate will not, however, incur liability for Fed- 
eral Insurance Contributions Act taxes, with respect to the remuneration 
of its employees for services which come within any of the other exceptions 
from “employment” provided by sec. 1426 (b). The exceptions most likely 
to be applicable to service performed for a 101 (6) organization are pro- 
vided by pars. (9) (A), relating to service performed by a minister of a 
church, ete.; (11) (A) and (B), relating to service performed in the em- 
ploy of any organization exempt from income tax under sec. 101 if the 
remuneration for such service performed in any calendar quarter is less 
than $50 or to service performed by a student; and (14), relating to service 
performed as a student nurse or as an interne. | 

SEC. 1426. DEFINITIONS [AS AMENDED BY THE SOCIAL SECURITY ACT AMEND- 
MENTS OF 1950]. 
When used in this subchapter— 

* * * * * * - 

(b) Employment—The term “employment” means * * * any service, of 
whatever nature, performed * * * by an employee for the person employing 


him, * * * except that * * * such terms shall not include— 
* * * * > e 








~l 


6 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


(9) (A) Service performed by a duly ordained, commissioned, or licensed 
minister of a church in the exercise of his ministry or by a member of a 
religious order in the exercise of duties required by such order; 

(B) Service performed in the employ of a religious, charitable, educa- 
tional, or other organization exempt from income tax unde™ section 101 (6) 
but this subparagraph shall not apply to service performe:. during the per- 
iod for which a certificate, filed pursuant to subsection (1), is in effect 
if such service is performed by an employee (i) whose signature appears 
on the list filed by such organization ander subsection (1), or (ii) who 
became an employee of such organization after the calendar quarter in 
which the certificate was filed; 

4 * * * * * * 


(11) (A) Service performed in any calendar quarter in the employ of 
any organization exempt from income tax under section 101, if the remunera- 
tion for such service is less than $50; 

(B) Service performed in the employ of a school, college, or university 
if such service is performed by a student who is enrolled and is regularly 
attending classes at such school, college, or university ; 

* ve * * * * 


(14) Service performed as a student nurse in the employ of a hospital 
or a nurses’ training school by an individual who is enrolled and is reg- 
ularly attending classes in a nurses’ training school chartered or approved 
pursuant to State law; and service performed as an interne in the employ 
of a hospital by an individual who has completed a four years’ course in 
a medical school chartered or approved pursuant to State law; 

* ce » » * * * 

(1) Baemption of Religious, Charitable, Etc., Organizations.— 

(1) Waiver of Exemption by Organization.—An organization exempt from 
income tax under section 101 (6) may file a certificate (in such form and manner, 
and with such official, as may be prescribed by regulations made under this sub- 
chapter) certifying that it desires to have the insurance system established by 
title II of the Social Security Act extended to service performed by its employees 
and that at least two-thirds of its employees concur in the filing of the certificate. 
Such certificate may be filed only if it is accompanied by a list containing the 
signature, address, and social-security account number (if any) of each em- 
plovee who concurs in the filing of the certificate. Such list may be amended, 
at any time prior to the expiration of the first month following the first calendar 
quarter for which the certificate is in effect, by filing with such official a supple- 
mental list or lists containing the signature, address, and social security account 
number (if any) of each additional employee who concurs in the filing of the 
certificate. The list and any supplemental list shall be filed in such form and 
manner as may be prescribed by regulations made under this subchapter. The 
certificate shall be in effect (for the purposes of subsection (b) (9) (B) and for 
the purposes of section 210 (a) (9) (B) of the Social Security Act) for the 
period beginning with the first day following the close of the calendar quarter 
in which such certificate is filed, but in no case shall such period begin prior to 
January 1, 1951. The period for which the certificate is effective may be ter- 
minated by the organization,’ effective at the end of a calendar quarter, upon 
giving two years’ advance notice in writing, but only if, at the time of the receipt 
of such notice, the certificate has been in effect for a period of not less than 
eight years. The notice of termination may be revoked by the organization by 
giving, prior to the close of the calendar quarter specified in the notice of ter- 
mination, a written notice of such revocation. Notice of termination or revoca- 
tion thereof shall be filed in such form and manner, and with such official, as may 
be prescribed by regulations made under this subchapter. 

(2) Termination of Waiver Period By Commissioner.—If the Commissioner 
finds that any organization which filed a certificate pursuant to this subsection 
has failed to comply substantially with the requirements of this subchapter or 
is no longer able to comply therewith, the Commissioner shall give such organiza- 
tion not less than sixty days’ advance notice in writing that the period covered by 
such certificate will terminate at the end of the calendar quarter specified 
in the notice of termination, written notice of such revocation to the organiza- 
tion. No notice of termination or of revocation thereof shall be given under this 
paragraph to an organization without the prior concurrence of the Federal 
Security Administrator. 
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(3) No Renewal of Waiver.—In the event the period covered by a certificate 
filed pursuant to this subsection is terminated by the organization, no certificate 
may again be filed by such organization pursuant to this subsection. 

(ii) Federal Unemployment Taz Act (Subchapter C of Chapter 9 of the Internal 
Revenue Code) 

[Nore.—Service performed for organizations exempt from income tax 
under sec. 101 (6) of the code are excepted from “employment” under sec. 
1607 (c) (8) of the Federal Unemployment Tax Act and liability for the 
tax imposed by that act is not incurred by such an organization. | 


SEC. 1607. DEFINITIONS. 


When used in this subchapter- 
La * + + = ad s 
(c) Employment.—The term “employment” means * * * any service, of what- 
ever nature, performed * * * by an employee for the person employing him, 
* * * except— 
a » + a . 

(8) Service performed in the employ of a corporation, community chest, 
fund, or foundation, organized and operated exclusively for religious, char- 
itable, scientific, literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings of which inures 
to the benefit of any private shareholder or individual, and no substantial 
part of the activities of which is carrying on propaganda, or otherwise at- 
tempting, to influence legislation ; 

(iii) Collection of Income Taw at Source on Wages (Subchapter D of Chapter 9 
of the Internal Revenue Code) 

{Nore.—An organization exempt from income tax under sec. 101 (6) of 
the code is required to deduct and withhold tax under sec. 1622 from the 
remuneration of its employees which constitutes “wages,” as defined in sec. 
1621 (a). The only exclusion from “wages” particularly applicable to a 
101 (6) organization is that contained in see. 1621 (a) (9), relating to 
remuneration for services performed by a minister of a church, etc.] 


SEC. 1621. DEFINITIONS [AS AMENDED BY SECTION 209 (C), SOCIAL SECURITY ACT 
AMENDMENTS OF 1950]. 


As used in this subchapter— 

(a) Wages.—The term “wages” means all remuneration * * * for services 
performed by an employee for his employer * * * except that such term shall 
not include remuneration paid— 

” a + e a of * 

(9) for services performed by a duly ordained, commissioned, or licensed 
minister of a church in the exercise of his ministry or by a member of a religious 
order in the exercise of duties required by such order, 


. * + * * * 
(6) Eecise Taxres—Exremptions 
Chapter 10, Internal Revenue Code-—Admissions and Dues 


SEC. 1701. EXEMPTIONS FROM TAX [AS AMENDED BY SECTION 402, REVENUE ACT 

OF 1951]. 

No tax shall be levied under this subchapter in respect of— 
(a) Certain Religions, Educational, or Charitable Entertainments, Ete— 
(1) In General.—Except as provided in paragraph (2), any admissions all the 
proceeds of which inure— 
(A) exclusively to the benefit of— 

(i) a church or a convention or association of churches ; 

(ii) an educational institution which is exempt under section 101 (6) 
or which is an educational institution of a government or political 
subdivision thereof, if such organization normally maintains a regular 
faculty and curriculum and normally has a regularly organized body 
of pupils or students in attendance at the place where its educational 
activities are regularly carried on; 
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(iii) a corporation or any community chest, fund, or foundatio1 
organized and operated exclusively for charitable purposes, exemp 
under section 101 (6), if such corporation or organization is supported 
in whole or in part, by funds contributed by the United States or any 
State or political subdivision thereo’, or is primarily supported by 
contributions from the general public; 

(iv) a society or organization conducted for the sole purpose o 
maintaining symphony orchestras or operas and receiving substantia 
support from voluntary contributions; 

(v) an organization (organized prior to October 1, 1951) which i: 
exempt under section 101 (6) and which is operated for the purpose o 
conducting an annual chautauqua program of educational, cultural, an 
religious activities at a permanent location 

if no part of the net earnings thereof inures to the benefit of any private 
stockholder or individual ; 

[ Norv! Sec. 1701 is not applicable to amounts paid on or after Octo 
her 1, 1941, and before November 1, 1951, for admissions. } 

SEC. 3268 TAX ON BOWLING ALLEYS, AND BILLIARD AND POOL TABLES. 

(a) Every person who operates a bowling alley, billiard room, or pool roon 
shall pay a special tax of $10 per year for each bowling alley, biliiard table, o 
pool table. * * No tax shall be imposed under this section with respect t 
a billiard table or pool table in a hospital if no charge is made for the use of sucl 
table. * * 


CIlAPTER 27A, INTERNAL REVENUE CODE—W AGERING ‘TAXES 


SEC. 3285. TAX [AS ADDED BY SEC. 471, REVENUE ACT OF 1951}. 

(a) Wagers.—There shall be imposed on wagers, as defined in subsection (b) 
an excise tax equal to 10 per centum of the amount thereof, 

(b) Dejinitions—For the purposes of this chapter 

(1) The terin “wager” means * * *, and (C) any wager placed in a lotter) 
conducted for profit. 

(2) The term “lottery” includes the numbers game, policy, and simila) 
types of wagering. The term does not include * * * (B) any drawin; 
conducted by an organization exempt from tax under section 101, if no par 
of the net proceeds derived from such drawing inures to the benefit of any 
private shareholder or individual. 


SEC. 3404. TAX ON RADIO RECEIVING SETS, TELEVISION RECEIVING SETS 
PHONOGRAPHS, PHONOGRAPH RECORDS, AND MUSICAL INSTRI 
MENTS {AS AMENDED BY PUBLIC LAW 3899, 80TH CONGRESS]. 


There shall be imposed upon the following articles (including in each case 
except in the case of musical instruments, parts or accessories therefor sold 01 
or in connection with the sale thereof) sold by the manufacturer, producer, 01 
importer a tax equivalent to 10 per centum of the price for which sold: 


* ’ ok % * a ir 


(ad) Musical instruments, but the tax imposed by this section shall not appl: 
to musical instruments sold for the use of any religious or nonprofit educationa 


institution for exclusively religious or educational purposes, 





* x * : “ “ * 


B. DEDUCTIONS AND OTHER PROVISIONS Direcrep TO PERSONS DEALING WITH TH: 
(ORGANIZATION 
(1) Ineome Tar Provisions 
SEC, 22. GROSS INCOME. 
* * * x * * ~ 
(b) Baeclusions from Gross Income 


2 * * * * © 


(2) Annuities, etc. 


> * 7 * * * * 
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(B) Employees’ Annuities.—* * * if an annuity contract is purchased 
for an employee by an employer exempt under section 101 (6), the 
employee shall include in his income the amounts received under such 
contract for the year received except that if the employee paid any of 
the consideration for the annuity, the annuity shali be included in his 
income as provided in subparagraph (A) of this paragraph, the con- 
sideration for such annuity being considered the amount contributed by 
the employee. 

{Notr.—The foregoing provision was added by see. 162 of the 
Revenue Act of 1942. | 
* * * H o * * 
(16) Sports Programs Conducted for the American National Red Cross 
In the case of a taxpayer which is a corporation primarily engaged in the 
furnishing of sports programs, amounts received as proceeds from a sports 
program conducted by the taxpayer if 

(A) the taxpayer agrees in writing with the American National Red 
Cross to conduct such sports program exclusively for the benefit of the 
American National Red Cross; 

(B) the taxpayer turns over to the American National Red Cross the 
proceeds from such sports program, minus the expenses paid or incurred 
hy the taxpayer (1) which would not have been paid or incurred but for 
such sports program, and (ii) which would be allowable as deductions 
under section 23 (a) (1) (A) but for the last sentence thereof; and 

(C) the facilities used for such program are not regularly used during 
the taxable year for the conduct of sports programs to which this para 
graph applies. 

As used in this paragraph, the term “proceeds from such sports program” in 
cludes all amounts paid for admission to the sports program, plus all proceeds 
received by the taxpayer from such program or activities carried on in connec 
tion therewith. 
| Nore.—The foregoing provision was added by Public Law 465, 82d Cong 
applicable to sports programs conducted after July 8, 1952, under agreements 
entered into after that date. ] 


SEC, 28. DEDUCTIONS FROM GROSS INCOME, 


(a) Barpe nSECS, 
(1) Trade or Business Parpenses 
(A) In General—* * * In the case of any sports program conducted 
for the benefit of the American National Red Cross, expenses deseribed 
in section 22 (b) (16) (B) shall be allowable under this subparagraph 
only to the extent that such expenses exceed the amount excluded from 

gross income by section 22 (b) (16). 

(B) Corporate Charitable Contributions No deduction shall be al 
lowable under subparagraph (A) to a corporation for any contribution 

or gift which would be allowable as a deduction under subsection (q) 

were it not for the 5 per centum limitation therein contained and for 

the requirement therein that payment must be made within the taxable 
year. 
x oS ca * 

(0) Charitable and Other Contributions.—In the ease of an individual, cor 
tributions or gifts payment of which is made within the taxable year to or for 
the use of: 

(1) The United States, any State, Territory, or any political subdivision 
thereof or the District of Columbia, or any possession of the United States, 
for exclusively public purposes ; 

(2) A corporation, trust, or community chest, fand, or foundation, created 
or organized in the United States or in any possession thereof or under the 
law of the United States or of any State or Territory or of any possession of 
the United States, organized and operated exclusively for religious, char- 
itable, scientific, literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings of which inures 
to the benefit of any private shareholder or individual, and no substantial 
part of the activities of which is carrying on propaganda, or otherwise at 
tempting, to influence legislation. For disallowance of certain charitable, 
ete., deductions otherwise allowable under this paragraph, see sections 3813 
and 162 (g) (2); 


31952—53 6 
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(3) the special fund for vocational rehabilitation authorized by section 
12 of the World War Veterans’ Act, 1924, 48 Stat. 611 (U. 8. C., Title 38, 
§ 440) ; 

(4) posts or organizations of war veterans, or auxiliary units or societies 
of any such posts or organizations, if such posts, organizations, units or 
societies are organized in the United States or any of its possessions, and if 
no part of their net earnings inures to the benefit of any private shareholder 
or individual ; 

(5) a domestic fraternal society, order, or association, operating under the 
lodge system, but only if such contributions or gifts are to be used exclusively 
for religious, charitable, scientific, literary, or educational purposes, or for 
the prevention of cruelty to children or animals; or 

(6) the United Nations, but only if such contributions or gifts (A) are 
to be used exclusively for the acquisition of a site in the city of New York for 
its headquarters and (B) are made after December 1, 1946, and before 
December 2, 1947; 

to an amount which in all the above cases combined does not exceed 20 per 
centum of the taxpayer's adjusted gross income. Such contributions or gifts 
shall be allowable as deductions only if verified under rules and regulations pre 
scribed by the Commissioner, with the approval of the Secretary. 

For unlimited deduction if contributions and gifts exceed 90 per centum of 
the net income, see section 120. 


+ . * » * * s 


(q) Charitable and Other Contributions by Corporations.—In the case of a 
corporation, contributions or gifts payment of which is made within the taxable 
year to or for the use of: 

(1) The United States, any State, Territory, or any political subdivision 
thereof or the District of Columbia, or any possession of the United States, 
for exclusively public purposes; or 

(2) A corporation, trust, or community chest, fund, or foundation, created 
or organized in the United States or in any possession thereof or under the 
law of the United States, or of any State or Territory, or of the District of 
Columbia, or of any possession of the United States, organized and operated 
exclusively for religious, charitable, scientific, veteran rehabilitation service, 
literary, or educational purposes or for the prevention of cruelty to children 
(but in the case of contributions or gifts to a trust chest, fund, or founda- 
tion, payment of which is made within a taxable year beginning after De- 
cember 31, 1948, only if such contributions or gifts are to be used within the 
United States or any of its possessions exclusively for such purposes), no 
part of the net earnings of which inures to the benefit of any private share- 
holder or-individual, and no substantial part of the activities of which is 
earrying on propaganda, or otherwise attempting to influence legislation. 
For disallowance of certain charitable, etc., deductions otherwise allowable 
under this paragraph, see sections 3813 and 162 (g) (2); or 

(3) Posts or organizations of war veterans, or auxiliary units of, or trusts 
or foundations for, any such posts or organizations, if such posts, organiza- 
tions, units, trusts, or foundations are organized in the United States or any 
of its possessions, and if no part of their net earnings inure to the benefit of 
any private shareholder or individual; or 

(4) the United Nations, but only if such contributions or gifts (A) are to 
be used exclusively for the acquisition of a site in the city of New York for 
its headquarters, and (B) are made after December 1, 1946, and before 
December 2, 1947; 

to an amount which does not exceed 5 per centum of the taxpayer’s net income as 
computed without the benefits of this subsection. Such contributions or gifts 
shall be allowable as deductions only if verified under rules and regulations 
prescribed by the Commissioner, with the approval of the Secretary. 

In the case of a corporation reporting its net income on the accrual basis, at 
the election of the taxpayer any contribution or gift payment of which is made 
after the close of the taxable year and on or before the 15th day of the third 
month following the close of such year shall, for the purpose of this subsection, 
be considered as paid during such taxable year if, during such year, the board of 
directors authorized such contribution or gift. Such election shall be made only 
at the time of the filing of the return for the taxable year, and shall be signified 
in such manner as the Commissioner, with the approval of the Secretary, shall 
by regulations prescribe. 
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{Nore.—(1) The sentence of sec. 23 (a) (1) (A) quoted above was added 
by Public Law 465, 82d Cong. 

(2) Public Law 465 inserted the 20-percent maximum limitation in sec. 
23 (0), applicable to taxable years beginning after December 31, 1951. For 
prior taxable years, the limitation is 15 percent. 

(3) Section 332, Revenue Act of 1950, added the last sentence to sec. 
23 (0) (2). 

(4) Public Law 7, 80th Cong., added par. (6) to see. 23 (0). 

(5) See. 8, Individual Income Tax Act of 1944, made the maximum limita- 
tion applicable to adjusted gross income in lieu of net income. 

(6) See. 224 of the Revenue Act of 1939 amended sec. 23 (0) (2) to refer 
to organizations created or organized in possessions. ] 


SEC. 120. UNLIMITED DEDUCTION FOR CHARITABLE AND OTHER CONTRIBUTIONS 
{AS AMENDED BY PUBLIC LAW 465, 82D CONGRESS, PUBLIC LAW 918, 
81ST CONGRESS, AND SEC, 208 (d) (6), SOCIAL SECURITY ACT AMEND- 
MENTS OF 1950]. 


In the case of an individual if in the taxable year and in each of the ten pre- 
ceding taxable years the amount of the contributions or gifts described in section 
“3 (0) (or corresponding provisions of prior revenue Acts) plus the amount of 
income (determined without regard to subchapter E, relating to tax on self- 
employment income), war profits, or excess-profits taxes paid during such year 
in respect of such year or preceding taxable years, exceeds 90 per centuin of the 
taxpayer’s net income for each such year, as computed without the benefit of the 
applicable subsection, then the 20 per centum limit imposed by section 23 (0) shall 
not be applicable. 

[ Nore.—The reference to the 20-percent limit imposed by sec. 23 (0) was 
made by Public Law 465, 82d Cong., applicable to taxable vears beginning 
after December 31, 1951. The reference is to 15 percent for prior years. 
Public Law 918, Slst Cong., inserted the phrase “in respect of such year or 
preceding taxable years,” in lieu of the phrase “in respect of preceding taxa- 
ble years,” the amendment being applicable to taxable years beginning after 
December 31, 1942. Sec. 208 (d) (6) of the Social Security Act amendments 
of 1950 inserted the parenthetical phrase relating to the tax on self-employ- 
ment income. ] 


SUPPLEMENT E—ESTATES AND TRUSTS 


SEC. 162. NET INCOME. 


The net income of the estate or trust shall be computed in the same manner and 
on the same basis as in the case of an individual, except that— 

(a) Subject to the provisions of subsection (g), there shall be allowed as a 
deduction (in lieu of the deduction for charitable, etc., contributions authorized 
by section 23 (o)) any part of the gross income, without limitation, which pur- 
suant to the terms of the will or deed creating the trust, is during the taxable 
year paid or permanently set aside for the purposes and in the manner specified 
in section 28 (0), or is to be used exclusively for religious, charitable, scientific, 
literary, or education purposes, or for the prevention of cruelty to children or 
animals, or for the establishment, acquisition, maintenance or operation of a 
public cemetery not operated for profit. Where any amount of the income so 
paid or set aside is attributable to gain from the sale or exchange of capital 
assets held for more than six months, proper adjustment of the deduction other- 
wise allowable under this subsection shall be made for any deduction allowable to 
the trust under section 25 (ee) ; 

* * * we tt . * 


(g) Rules for Application of Subsection (a) in the Case of Trusts.— 

(1) Trade or Business Income.—In computing the deduction allowable under 
subsection (a) to a trust for any taxable year beginning after December 31, 1950, 
no amount otherwise allowable under subsection (a) as a deduction shall be 
allowed as a deduction with respect to income of the taxable year which is alloca- 
ble to its supplement U business income for such year. As used in this para- 
graph the term “supplement U business income” means an amount equal to the 
amount which, if such trust were exempt under section 101 (6) from taxation, 
would be computed as its unrelated business net income under section 422 
(relating to income derived from certain business activities and from certain 
leases). 
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(2) Operations of Trusts.— 

(A) Limitation on Charitable, Ete., Deduction—The amount otherwis 
allowable under subsection (a) as a deduction shall not exceed 15 per centur 
of the net income of the trust (computed without the benefit of subsectio 
(a)) if the trust has engaged in a prohibited transaction, as defined i 
subparagraph (B) of this paragraph. 

(B) Prohibited Transactions.—For the purposes of this paragraph th 
term “prohibited transaction” means any transaction after July 1, 1950, i 
which any trust while holding income or corpus which has been permanent! 
set aside or is to be used exclusively for charitable or other purpose 
described in subsection (a) 

(i) lends any part of such income or corpus, without receipt o 
adequate security and a reasonable rate of interest, to; 

(ii) pays any compensation from such income or corpus, in excess 0 
a reasonable allowance for salaries or other compensation for persons 
services actually rendered, to; 

(iii) makes any part of its services available on a _ preferentia 
basis to; 

(iv) uses such income or corpus to make any substantial purchase o 
securities or any other property, for more than an adequate consideratio 
in money or money's worth, from; 

(v) sells any substantial part of the securities or other propert 
comprising such income or corpus, for less than an adequate considera 
tion in money or money's worth, to; or 

(vi) engages in any other transaction which results in a substantia 
diversion of such income or corpus to; 

the creator of such trust; any person who has made a substantial conti 
bution to such trust: a member of a family (as defined in section 24 (hb 
(2) (D)) of an individual who is the creator of the trust or who has mad 
a substantial contribution to the trust; or a corporation controlled by ar 
such creator or person through the ownership, directly or indirectly, of 5 
per centum or more of the total combined voting power of all classes o 
stock entitled to vote or 50 per centum or more of the total value of share 
of all classes of stock of the corporation. 

(C) Taxable Years Affected.—The amount otherwise allowable unde 
subsection (a) as a deduction shall be limited as provided in subparagrap! 
(A) only for taxable years subsequent to the taxable vear during which th 
trust is notified by the Secretary that it has engaged in such transactio1 
unless such trust entered into such prohibited transaction with the pur 
pose of diverting such corpus or income from the purposes described in sul 
section (a), and such transaction involved a substantial part of such corpu 
or income, 

(D) Future Charitable, etc.. Deductions of Trusts Denied Deduction unde 
Subparagraph (C).—If the deduction of any trust under subsection (a 
has been limited as provided in this paragraph, such trust, with respect t 
any taxable year following the taxable year in which notice is received 0 
limitation of deduction under subsection (a), may, under regulations pre 
seribed by the Secretary, file claim for the allowance of the unlimited de 
duction under subsection (a), and if the Secretary, pursuant to suc 
regulations, is satisfied that such trust will not knowingly again engage i! 
a prohibited transaction, the limitation provided in subparagraph (A 
shall not be applicable with respect to taxable years subsequent to the yea 
in which such claim is filed. 

(E) Disallowance of Certain Charitable, Etc., Deductions.—No gift o 
bequest for religious, charitable, scientific, literary, or educational purpose 
(including the encouragement of art and the prevention of cruelty t 
children or animals), otherwise allowable as a deduction under section 2 
(o) (2), 23 (q) (2), 162 (a), 505 (a) (2), 812 (d), 861 (a) (3), 1004 (a 
(2) (B), or 1004 {b) (2) or (38), shall be allowed as a deduction 
made in trust and, in the taxable year of the trust in which the gi 
or bequest is made, the deduction allowed the trust under subsection (a 
is limited by subparagraph (A). With respect to any taxable year of 
trust in which such deduction has been so limited by reason of entering int: 
a prohibited transaction with the purpose of diverting such corpus or incom 
from the purposes described in subsection (a), and such transaction involve 
a substantial part of such income or corpus, and which taxable year is th 
same, or prior to the, taxable year of the trust in which such prohibite 
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transaction occurred, such deduction shall be disallowed the donor only if 
such donor or (if such donor is an individual) any member of his family (as 
defined in section 24 (b) (2) (D)) was a party to such prohibited 
transaction. 

(EF) Definition.—For the purposes of this paragraph the term “gift or 
bequest” means any gift, contribution, bequest, devise, legacy, or transfer. 

(3) Cross Reference.—For disallowance of certain charitable, etc., deduce 
tions otherwise allowable under subsection (a), see section 3513. 

(4) Accumulated Income.—If the amounts permanently set aside, or to be 
used exclusively for the charitable and other purposes described in subsection 
a) during the taxable year or any prior taxable year and not actually paid 
ut by the end of the taxable vear 

(A) are unreasonable in amount or duration in order to carry out such 
purposes of the trust; or 

(B) are used to a substantial degree for purposes other than those de- 
scribed in subsection (a); or 

(1) are invested in such a manner as to jeopardize the interests of the 
religious, charitable. scientific, etc., beenficiaries, 

© amount otherwise allowable under subsection (a) as a deduction shall be 
nited to the amount actually paid out during the taxable year and shall not 

xceed 15 per centum of the net income of the trust (computed without the 
efit of subsection (a) ) 

| Not! (1) See. 822 (ce) (5) of the Revenue Act of 1951 added the last 
sentence to section 162 (a), applicable to taxable years beginning on or 
after October 20, 1951. 

(2) See. 321 of the Revenue Act of 1951 inserted subsee. (2) of see. 162, 
and amended subsec. (a) of sec. 162 to refer to subsec. (g£), such amend- 
ments being applicable to taxable years beginning after December 31, 1950.] 

SEC, 336. SUPPLEMENT P NET INCOME. 
For the purposes of this chapter the term “Supplement P net income” means 
he net income with the following adjustments: 
1) Additional Deductions.—There shall be allowed as deductions 
7 > * ce * * * 


vifts payment of which is made within the taxable year to or for the use 
of donees described in section 28 (q) for the purposes therein specified, 
to an amount which does not exceed 15 per centum of the company’s net in- 
come, computed without the benefit of this paragraph and section 23 (q), 
and without the deduction of the amount disallowed under subsection (b) 
of this section, and without the inclusion in gross income of the amounts 
includible therein as dividends by reason of the application of the pro- 
visions of section 334 (b) (relating to the inclusion in the gross income 
of a foreign personal holding company of its distributive share of the undis- 
tributed Supplement P net income of another foreign personal holding com- 
pany in which it is a shareholder). For the purpose of the preceding sen- 
tence, payment of any contribution or gift shall be considered as made within 
the taxable year if and only if it is considered for the purposes of section 
23 (q) as made within such year, 
[Note.—Public Law 378, SlIst Cong., added the last sentence of sec. 336 
(a) (2).] 
SEC. 393. SUPPLEMENT S NET INCOME. 
For the purposes of this chapter “Supplement S net income” means the net 
income, except that there shall be allowed as additional deductions— 
ad th tt a * ad 7. 


(2) In lieu of the deduction allowed by section 23 (q), contributions or 
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(b) In lieu of this deduction allowed by section 23 (q), contributions or 
sifts, payment of which is made within the taxable year, to or for the use of 
donees described in section 23 (q) for the purposes therein specified, to an 
amount which does not exceed 15 per centum of the corporation’s net income, 
computed without the benefit of this subsection and section 23 (q). For the 
purposes of this section, the net income shall be computed without regard to 
section 47 (c). 

SEC. 505. SUBCHAPTER A NET INCOME, 

For the purposes of this subchapter the term “Subchapter A Net Income” means 
the net income with the following adjustments: 

(a) Additional Deductions.—There shall be allowed as deductions— 

> . * * * s 
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(2) In lieu of the deduction allowed by seciion 23 (q), contributions o 
gifts, payment of which is made within the taxable year to or for the us 
of donees described in section 23 (q) for the purposes therein specified 
to an amount which does not exceed 15 per centum of the taxpayer’s ne 
income, computed without the benefit of this paragraph and section 23 (q) 
and without the deduction of the amount disallowed under subsection (b 
of this section. For the purposes of the preceding sentence, payment o 
any contribution or gift shall be considered as made within the taxable yea 
if and only if it is considered for the purposes of section 23 (q) as mad 
within such year. For disallowance of certain charitable, etc., deduction 
otherwise allowable under this paragraph, see sections 3813 and 162 (g) (2) 

(3) In the case of a corporation organized prior to January 1, 1936, t 
take over the assets and liabilities of the estate of a decedent, amounts pai 
in liquidation of any liability of the corporation based on the liability o 
the decedent to make contributions or gifts to or for the use of donee 
described in section 23 (0) for the purposes therein specified, to the exten 
such liability of the decedent existed prior to January 1, 1934. No dedu¢ 
tion shall be allowed under paragraph (2) of this subsection for a taxab] 
year for which a deduction is allowed under this paragraph. 


(2) Estate Tax Provisions 


[Nore.—A deduction is allowed for estate-tax purposes for transfers fo 
public, charitable, and religious uses. The circumstances under which th 
deduction is allowable are set forth in sec. 812 (d) of the code with respec 
to the estates of residents or citizens of the United States and in sec. 86 
(a) (3) with respect to the estates of nonresidents not citizens of the Unite 
States. While sec. 101 (6) is not directly referred to in sees. 812 (d) an 
861 (a) (3), the provisions thereof are similar and a transfer to an orgar 
ization which comes within the provisions of sec. 101 (6) qualifies for th 
estate-tax deduction. In view of the similarity of the provisions, it is th 
practice of the Exempt Organizations Branch when ruling on the statu 
of an organization under sec. 101 (6), to include a paragraph in the lette 
stating that bequests, legacies, devises, or transfers to or for the use ¢ 
the organization are deductible for estate-tax purposes to the extent pri 
vided by secs. 812 (d) and 861 (a) (3). (See forms 1491M and 6992.) ] 

SEC. 812. NET ESTATE. 

For the purpose of the tax the value of the net estate shall be determined, i 
the case of a citizen or resident of the United States, by deducting from th 
value of the gross estate— 

. * + * * ® * 

(d) Transfers for Public. Charitable. and Religious Uses.—The amount o 
all bequests, legacies, devises, or transfers (including the interest which fall 
into any such bequest, legacy, devise, or transfer as a result of an irrevocabl 
disclaimer of a bequest, legacy, devise, transfer, or power, if the disclaimer i 
made prior to the date prescribed for the filing of the estate tax return or, in th 
case of a decedent dying on or before October 21, 1942, if the disclaimer is mad 
prior to September 1, 1944) to or for the use of the United States, any Stat 
Territory, any political subdivision thereof, or the District of Columbia, fo 
exclusively public purposes, or to or for use of any corporation organized an 
operated exclusively for religious, charitable, scientific, literary, or educations 
purposes, including the encouragement of art and the prevention of cruelty t 
children or animals, no part of the net earnings of which inures to the benef 
of any private stockholder or individual, and no substantial part of the activitie 
of which is carrying on propaganda, or otherwise attempting to influence legisls 
tion, or to a trustee or trustees, or a fraternal society, order, or associatio 
operating under the lodge system, but only if such contributions or gifts are to b 
used by such trustee or trustees. or by such fraternal society, order, or associs 
tion, exclusively for religious. charitable, scientific, literary, or educational put 
poses, or for the prevention of cruelty to children or animals, and no substantis 
part of the activities of such trustee or trustees, or of such fraternal society; 
order, or association, is carrying on propaganda, or otherwise attempting, to ir 
fluence legislation, or to or for the use of the United Nations, but only if such be 
quests, legacies, devises, or transfers to or for the use of the United Nation 
are to be used exclusively for the acquisition of a site in the city of New Yor 
for its headquarters, and the death of the decedent occurred after December | 
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1946, and before December 2, 1947. Property includible in the decedent’s gross 
estate under section 811 (f) received by a donee described in this subsection 
shall for the purposes of this subsection, be considered a bequest of such de- 
ecedent. If the tax imposed by section 810, or any estate, succession, legacy, or 
inheritance taxes, are, either by the terms of the will, by the law of the jurisdic- 
tion under which the estate is administered, or by the law of the jurisdiction 
imposing the particular tax, payable in whole or in part out of the bequests, 
legacies, or devises otherwise deductible under this paragraph, then the amount 
deductible under this paragraph shall be the amount of such bequests, legacies, 
or devises reduced by the amount of such taxes. The amount of the deduction 
under this subsection for any transfer shall not exceed the value of the trans- 
ferred property required to be included in the gross estate. For disallowance of 
certain charitable, etc., deductions otherwise allowable under this subsection, see 
sections 3813 and 162 (g) (2). 

[Norg.—(1) Sec, 332, Revenue Act of 1950, added the last sentence to 
sec. 812 (d). 

(2) Public Law 7, 80th Cong., added the provision applicable to the 
United Nations. 

(3) See. 511, Revenue Act of 1948, and sec. 408, Revenue Act of 1942, 
added the provisions applicable to disclaimers. 

(4) See. 409, Revenue Act of 1942, added the provisions applicable to 
propaganda, etc., activities of fraternal societies, etc., operating under the 
lodge system. 

(5) See. 403 of the Revenue Act of 1942 added the sentence with respect 
to property includible under sec. 811 (f).] 

SEC, 861. NET ESTATE. 

(a) Deductions Allowed—For the purpose of the tax the value of the net 
estate shall be determined, in the case of a nonresident not a citizen of the 
United States, by deducting from the value of that part of his gross estate 
(determined as provided in section 811), which at the time of his death is 
situated in the United States— 

* ” oo + ae * > 


(3) Transfers for Public, Charitable, and Religious Uses.—The amount 
of all bequests, legacies, devises, or transfers (including the interest which 
falls into any such bequest, legacy, devise, or transfer as a result of an 
irrevocable disclaimer of a bequest, legacy, devise, transfer, or power, if the 
disclaimer is made prior to the date prescribed for the filing of the estate 
tax return, or, in the case of a decedent dying on or before October 21, 
1942, if the disclaimer is made prior to September 1, 1944) to or for the 
use of the United States, any State, Territory, any political subdivision 
thereof, or the District of Columbia, for exclusively public purposes, or to 
or for the use of any domestic corporation organized and operated exclu- 
sively for religious, charitable, scientific, literary, or educational purposes, 
including the encouragement of art and the prevention of cruelty to children 
or animals, no part of the net earnings of which inures to the benefit of 
any private stockholder or individual, and no substantial part of the ac- 
tivities of which is carrying on propaganda, or otherwise attempting, to in- 
fluence legislation, and before December 2, 1947,’ or to a trustee or trustees, 
or a fraternal society, order, or association operating under the lodge sys- 
tem, but only if such contributions or gifts are to be used within the United 
States by such trustee or trustees, or by such fraternal society, order, or 
association, exclusively for religious, charitable, scientific, literary, or edu- 
cational purposes, or for the prevention of cruelty to children or animals, 
and no substantial part of the activities of such trustee or trustees, or of 
such fraternal society, order, or association, is carrying on propaganda, or 
otherwise attempting, to influence legislation, or to or for the use of the 
United Nations, but only if such bequests, legacies, devises, or transfers 
to or for the use of the United Nations are to be used exclusively for the 
acquisition of a site in the city of New York for its headquarters, and the 
death of the decedent occurred after December 1, 1946, and before De- 
cember 2, 1947. Property includible in the decedent's gross estate under 
section 811 (f) received by a donee described in this paragraph shall, for 
the purposes of this paragraph, be considered a bequest of such decedent. 
If the tax imposed by section 860, or any estate, succession, legacy, or in- 


1 So in Supp. IV, U. S. Code. 
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heritance taxes are, either by the terms of the will, by the law of the 
jurisdiction under which the estate is administered, or by the law of the 
jurisdiction imposing the particular tax, payable in whole or in part out 
of the bequests, legacies, or devises otherwise deductible under this para- 
graph, then the amount deductible under this paragraph shall be the amount 
of such bequests, legacies, or devises reduced by the amount of such taxes. 
The amount of the deduction under this paragraph for any transfer shall 
not exceed the value of the transferred property required to be included in 


the gross estate. For disallowance of certain charitable, etc., deductions 
otherwise allowable under this paragraph, see sections 3813 and 162 (g) (2 
Nore.—This section has been amended in the same manner as sec, 812, 


See the note following that section. ] 


(3) Gift Tar Provisions 


[ Novi \ deduction is allowed for gift-tax purposes with respect to gifts 

» charit e, etc., organizations under the provisions of sec. 1004 (a) (2) 

mn the f re lents or citizens of the United States and sec. 1004 (b) 

in the case f nonresidents not citizens The situation is similar to that 

hat exists in the case of the estate tax. The provisions of sec. 1004 (a) (2) 

1 (b) do not refer directly to those of sec. 101 (6) but are similar and 

it is the practice to include in a ruling under sec. 101 (6) a sentence stating 

that gifts to the organization are deductible for gift-tax purposes under sec. 
1004 (a) (2) and (b) 


SEC, 1004. DEDUCTIONS 


In computing ne ifts for the calendar year 1942 and preceding calendar 
years, there shall be allowed (except as otherwise provided in paragraph (1) 
f subsection (a)) such deductions as are provided for under the gift tax laws 
applicable to the years in which the gifts were made. 

in computing net gifts for the calendar year 1948 and subsequent calendar 
years, there shall be allowed as deductions: 

(a) Residents In the case oi a citizen or resident 
Charitahie, Etc., Gifts The amount of all gifts made during such 
vear o or for the use of 
(A) the United States, any State, Territory, or any political sub- 
division thereof, or the District of Columbia, for exclusively public 


purposes ; 

(B) a corporation, or trust, or community chest, fund, or foundation, 
organized and operated exclusively for religious, charitable, scientific, 
literary, or educational purposes, including the encouragement of art 
and the prevention of cruelty to children or animals; no part of the 
net earnings of which inures to the benefit of any private shareholder 
or individual, and no substantial part of the activities of which is carry- 
ing on propaganda, or otherwise attempting, to influence legislation. 
For disallowance of certain charitable, etc., deductions otherwise allow- 
able under this subparagraph, see sections 38813 and 162 (g) (2): 

(C) a fraternal society, order, or association, operating under the 
lodge system, but only if such gifts are to be used exclusively for 
religious, charitable, scientific, literary, or educational purposes, in- 
cluding the encouragement of art and the prevention of cruelty to chil- 
dren or animals; 

(D) posts or organizations of war veterans, or auxiliary units or 
societies of any such posts or organizations, if such posts, organiza- 
tions, units, or societies are organized in the United States or any of 
its possessions, and if no part of their net earnings inures to the benefit 
of any private shareholder or individual ; 

(E) the special fund for vocational rehabilitation authorized by sec- 
tion 12 of the World War Veterans’ Act, 1924, 43 Stat. 611 (U.S. CG., 
title 38, § 440) ; 

(F) the United Nations, but only if such gifts (i) are to be used ex- 
clusively for the acquisition of a site in the city of New York for its 
headquarters, and (ii) are made after December 1, 1946, and before 
December 2, 1947. 


” * a * * * * 
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(b) Nonresidents—In the case of a nonresident not a citizen of the 
United States, the amount of all gifts made during such year to or for the 
use of — 

(1) the United States, any State, Territory, or any political subdivision 
thereof, or the District of Columbia, for exclusively public purposes ; 

(2) a domestic corporation organized and operated exclusively for 
religious, charitable, scientific, literary, or educational purposes, including 
the encouragement of art and the prevention of cruelty to children or 
animals; no part of the net earnings of which inures to the benefit of any 
private shareholder or individual, and no substantial part of the activities 
of which is carrying on propaganda, or otherwise attempting, to influence 
legislation ; 

(3) a trust, or community chest, fund, or foundation, organized and 
operated exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, including the encouragement of art and the prevention of 
cruelty to children or animals, no substantial part of the activities of which 
is carrying on propaganda, or otherwise attempting, to influence legislation ; 
but only if such gifts are to be used within the United States eXclusively 
for such purposes ; 

(4) a fraternal society, order, or association, operating under the lodge 
system, but only if such gifts are to be used within the United States 
exclusively for religious, charitable, scientific, literary, or educational pur 
poses, including the encouragement of art and the prevention of cruelty 
to children or animals: 

(5) posts or organizations of war veterans, or auxiliary units or societies 
of any such posts or organizations, if such posts, organizations, units, or 
societies are organized in the United States or any of its possessions, and 
if no part of their net earnings inures to the benefit of any private share- 
holder or individual ; 

(6) the special fund for vocational rehabilitation authorized by section 12 
of the World War Veterans’ Act, 1924, 48 Stat. 611 (U.S. C., title 38, § 440) ; 

(7) the United Nations, but only if such gifts (A) are to be used exclusively 
for the acquisition of a site in the city of New York for its headquarters, 
and (B) are made after December 1, 1946, and before December 2, 1947. 


For disallowance of certain charitable, ete., deductions otherwise allowable under 
paragraphs (2) and (3), see sections 3813 and 162 (g) (2). 


| Note.—Sec. 332, Revenue Act of 1950, added the last sentence to sec, 


1004 (a) (2) (B). Public Law 7, 80th Cong., added sec, 1004 (a) (2) (F). 
Corresponding amendments were made to sec. 1004 (b).] 


(4) Provisions Generally Applicable 
INTERNAL SECURITY ACT OF 1950 


AN ACT To protect the United States against certain un-American and subversive activi 
ties by requiring registration of Communist organizations, and for other purposes 


TrTLe I—SvUBVERSIVE ACTIVITIES CoNTROL ACT 
DENIAL OF TAX DEDUCTIONS AND EXEMPTIONS 


Sec. 11. (a) Notwithstanding any other provision of law, no deduction for 
federal income-tax purposes shall be allowed in the case of a contribution to or 
for the use of any organization if at the time of the making of such contribution 
(1) such organization is registered under section 7, or (2) there is in effect a 
final order of the Board requiring such organization to register under section 7. 

+ * * “ * ’ * 


SEC. 3813. REQUIREMENTS FOR EXEMPTION OF CERTAIN ORGANIZATIONS UNDER 
SECTION 101 (6) AND FOR DEDUCTIBILITY OF CONTRIBUTIONS MADE 

TO SUCH ORGANIZATIONS. 
[Norr.—Subsees. (a)—(d) are set forth above under pt. A (2) of this 

appendix. | 

(€) Disallowance of Certain Charitable, etc., Deductions.—No gift or bequest 
for religious, charitable, scientific, literary, or educational purposes (including 
the encouragement of art and the prevention of cruelty to children or animals), 
otherwise allowable as a deduction under section 23 (0) (2), 23 (q) (2), 162 (a), 
505 (a) (2), 812 (d), 861 (a) (8), 1004 (a) (2) (B), or 1004 (b) (2) or 43), 
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shall be allowed as a deduction if made to an organization which, in the taxable 
year of the organization in which the gift or bequest is made, is not exempt under 
section 101 (6) by reason of the provisions of this section. With respect to any 
taxable year of the organization for which the organization is not exempt pur- 
suant to the provisions of subsection (c) by reason of having engaged in a pro- 
hibited transaction with the purpose of diverting the corpus or income of such 
organization from its exempt purposes and such transaction involved a sub- 
stantial part of such corpus or income, and which taxable year is the same, or 
prior to the, taxable year of the organization in which such transaction occurred, 
such deduction shall be disallowed the donor only if such donor or (if such donor 
is an individual) any member of his family (as defined in section 24 (b) (2) (D)) 
was a party to such prohibited transaction. 

(f) Definition.—Yor the purposes of this section, the term “gift or bequest” 
means any gift, contribution, bequest, devise, legacy, or transfer. 
SEC. 302. EXEMPTION OF CERTAIN ORGANIZATIONS FOR PAST YEARS [REVENUE 

ACT OF 1950}. 

(Nort? Subsecs. (a2) and (b) of this section are set forth in pt. A (3) 

of this appendix. ] 

Denial of Deductions.—A gift or bequest to an organization prior to Jan- 
unary 1, 1951, for religious, charitable, scientific, literary, or educational purposes 
(including the encouragement of art and the prevention of cruelty to children 
or animals) otherwise allowable as a deduction under section 23 (0) (2), 23 
(q), (2), 162 (a), 505 (a) (2), 812 (d), 861 (a) (3), 1004 (a) (2) (B), or 
1004 (b) (2) or (3) of the Internal Revenue Code, may not be denied under 
such sections if a denial of exemption to such organization for the taxable year 
of the organization in which such gift or bequest was made is prevented by the 
provisions of subsections (a) or (b) of this section. 


C, ADMINISTRATIVE PROVISIONS 


SEC. 54. RECORDS AND SPECIAL RETURNS [AS AMENDED BY SECTION 117, REVENUE 
ACT OF 1943}. 
+ ~~ * Pa * * * 


(f) Every organization, except as hereinafter provided, exempt from taxation 
under section 101 shall file an annual return, which shall contain or be verified 
by a written declaration that it is made under the penalties of perjury, stating 
specifically the items of gross income, receipts, and disbursements, and such other 
information for the purpose of carrying out the provisions of this chapter as 
the Commissioner, with the approval of the Secretary, may by regulations pre 
scribe, and shall keep such records, render under oath such statements, make 
such other returns, and comply with such rules and regulations as the Commis- 
sioner, with the approval of the Secretary, may from time to time prescribe. No 
such annual return need be filed under this subsection by any organization 
exempt from taxation under the provisions of section 101— 

(1) which is a religious organization exempt under section 101 (6): or 

(2) which is an educational organization exempt under section 101 (6), 
if such organization normally maintains a regular faculty and curriculum 
and normally has a regularly organized body of pupils or students in attend- 
ance at the place where its educational activities are regularly carried on; or 

(3) which is a charitable organization, or an organization for the pre- 
vention of cruelty to children or animals exempt under section 101 (6), if 
such organization is supported, in whole or in part, by funds contributed by 
the United States or any State or political subdivision thereof, or is pri- 
marily supported by contributions of the general public; or 

(4) which is an organization exempt under section 101 (6), if such organi- 
zation is operated, supervised, or controlled by or in connection with a 
religious organization described in paragraph (1); or 

(5) which is an organization exempt solely under section 101 (3) ; or 

(6) which is an organization exempt under section 101 (15), if such 
organization is a corporation wholly owned by the United States or any 
agency or instrumentality thereof, or a wholly owned subsidiary of such 
a corporation. 

[ Norr.—Sec. 54 (f) is applicable only to taxable years beginning after 
December 31, 1942.] 
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SEC. 153. INFORMATION REQUIRED FROM CERTAIN TAX-EXEMPT ORGANIZATIONS 
AND CERTAIN TRUSTS [AS ADDED \38Y SECTION 341, REVENUE ACT OF 
1950, AND AMENDED BY PUBLIC LAW 35, 82D CONGRESS]. 


(a) Certain Taa-Exrempt Oryganizations.—Every organization described in 
section 101 (6) which is subject to the requirements of section 54 (f) shall furnish 
annually information, at such time and in such manner as the Secretary may by 
regulations prescribe, setting forth- 

(1) its gross income for the year, 

(2) its expenses attributable to such income and incurred within the year, 

(3) its disbursements out of income within the year for the purposes for 
which it is exempt, 

(4) its accumulation of income within the vear, 

(5) its aggregate accumulations of income at the beginning of the year, 

(6) its disbursements out of principal in the current and prior years for 
the purposes for which it is exempt, and 

(7) a balance sheet showing its assets, liabilities and net worth as of the 
beginning of such year. 

(b) Trusts Claiming Charitable, Etc., Deductions Under Section 162 (a).— 
Every trust claiming a charitable, ete., deduction under section 162 (a) for the 
taxable year shall furnish information with respect to such taxable year, at such 
time and in such manner as the Secretary may by regulations prescribe, setting 
forth 

(1) the amount of the charitable, etc., deduction taken under section 162 
(a) within such year (showing separately the amount of such deduction 
which was paid out and the amount which was permanently set aside for 
charitable, etc., purposes during such year), 

(2) the amount paid out within such vear which represents amounts for 
which charitable, etc., deductions under section 162 (a) have been taken 
in prior years, 

(3) the amount for which charitable, etc., deductions have been taken in 
prior years but which has not been paid ont at the beginning of such year, 

(4) the amount paid out of principal in the current and prior years for 
charitable, etc., purposes. 

(5) the total income of the trust within such year and the expenses 
attributable thereto, and 

(6) a balance sheet showing the assets, liabilities, and net worth of the 
trust as of the beginning of such year. 

This subsection shall not apply in the case of a taxable year if all the net 
income for such year, determined under the applicable principles of the law of 
trusts, is required to be distributed currently to the beneficiaries. 

(c) Information Available to the Public—The information required to be 
furnished by subsections (a) and (b), together with the names and addresses 
of such organizations and trusts, shall be made availiable to the public at such 
times and in such places as the Secretary may prescribe. 

(ad) Penalties —In the case of a willful failure to furnish the information 
required under this section, the penalties provided in section 145 (a) shall be 
applicable 

[ Norr.—Sec. 153 is applicable only to taxable years beginning after Dec. 
81,1949. Public Law 35, 82d Cong., added the last sentence to sec. 153 (b).] 

D. MISCELLANEOUS AND TECHNICAL L’ROVISIONS 
(1) Income Tar 


SEC. 102. SURTAX ON CORPORATIONS IMPROPERLY ACCUMULATING SURPLUS. 
& * * * * » * 


(d) Definitions.—As used in this chapter— 


(1) Section 102 Net Income.—The term “section 102 net income” means 
the net income, computed without the benefit of the capital loss carry-over 
provided in section 117 (e) from a taxable year which begins after December 
31, 1940, and computed without the net operating loss deduction provided 
in section 23 (s), minus the sum of 

7 * = cs * * t 

(B) Disallowed Charitable, Etc., Contributions.—Contributions or gifts 

payment of which is made within the taxable year, not otherwise allowed 
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as a deduction, to or for the use of donees described in section 23 (0), for 
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the purposes therein specified. For the purposes of the preceding sentence, 
payment of any contribution or gifts shall be considered as made within 
the taxable year if and only if it is considered for the purposes of section 


23 (q) as made within such year. 


| Nore.—Public Law 378, 81st Cong., added the last sentence to sec. 
2 (d) (1) (B).] 


ScupPLEMENT E—ESTATES AND TRUSTS 
SEC. 167. INCOME FOR BENEFIT OF GRANTOR. 


(a) Where any part of the income of a trust 
* x a ux * MS 

(3) is, or in the discretion of the grantor or of any person not having a 
substantial adverse interest in the disposition of such part of the income 
may be, applied to the payment of premiums upon policies of insurance on 
the life of the grantor (except policies of insurance irrevocably payable for 
the purposes and in the manner specified in section 28 (0), relating to the 
so-called “charitable contribution” deduction) ; 


then such part of the income of the trust shall be included in computing the 
net income of the grantor. 


SEC. 169. COMMON TRUST FUNDS. 


* . * ¥ * + © 


(d) Computation of Common Trust Fund Income.—The net income of the 
common trust fund shall be computed in the same manner and on the same basis 
as in the case of an individual, except that— 

’ * * * . . » 


(3) The so-called “charitable contribution” deduction allowed by section 
"9 


23 (o) shall not be allowed. 


SUPPLEMENT F PARTNERSHIPS 


SEC. 183. COMPUTATION OF PARTNERSHIP INCOME. 
. * * » > * * 

(c) Charitable Contributions —tIn computing the net income of the partner 
ship the so-called “charitable contribution” deduction allowed by section 23 (0) 
shall not be allowed; but each partner shall be considered as having made pay 
ment, within his taxable year, of his distributive portion of any contribution or 
gift, payment of which was made by the partnership within its taxable year, of 
the character which would be allowed to the partnership as a deduction under 
such section if this subsection had not been enacted. 


SUPPLEMENT G INSURANCE COMPANTES 


SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR MUTUAL. 
. * + * + + . 
(ec) Deductions Allowed In computing the net income of an insurance com- 
pany subject to the tax imposed by this section there shall be allowed as 
deductions 


. > * x * ” e 


(9) Charitable, and so forth, contributions, as provided in section 23 (q); 
SUPPLEMENT H—NONRESIDENT ALIEN INDIVIDUALS 


SEC. 211. TAX ON NONRESIDENT ALIEN INDIVIDUALS. 


> * * * * a . 


(ec) No United States Business or Office and Gross Income of More Than 
$15,400 { nonresident alien individual not engaged in trade or business within 
the United States shall be taxable without regard to the provisions of subsection 
(a) (1) if during the taxable year the sum of the aggregate amount received 
from the sources specified in subsection (a) (1) (A), plus the amount (deter- 
mined in accordance with the provisions of subsection (a) (1) (B)) by which 
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cains from sales or exchanges of capital assets exceed losses from such sales or 
exchanges, is more than $15,400, except that 


* * * ~ * * * 


(2) The deductions (other than the so-called “charitable deduction” pro- 
vided in section 213 (c)) shall be allowed only if and to the extent that they 
are properly allocable to the gross income from the sources specified in sub- 
section (a) (1) (A), except that any loss from the sale or exchange of a 
capital asset shall be allowed (te the extent provided in section 117 without 
the benefit of the capital loss carry-over provided in section 117 (e)) if such 
loss would be taken into account were the tax being determined under sub- 
section (a) (1) (B); 

[NOT Sec. 218 (b) (2), (d) of the Revenue Act of 1950 amended so 
much of sec. 211 (c) as preceded par. (4).] 
SEC, 213. DEDUCTIONS [NONRESIDENT ALIEN INDIVIDUALS]. 


* > ca * e ” + 


(¢) Charitable, BRte., Comtributions.—The so-called “charitable contribution” 
deduction allowed by section 23 (o) shall be allowed whether or not connected 
with income from seurces within the United States, but only as to contributions 
or gifts made to domestic corporations, or to community chests, funds, or founda- 
tions, created in the United States, or to the vocational rehabilitation fund. 


SUPPLEMENT I-—FOREIGN CORPORATIONS 


SEC, 232. DEDUCTIONS [FOREIGN CORPORATIONS]. 
» x + * * * 


(b) Charitadi md so forth, Contributions.—The so-called “charitable con 
tribution” deduction allowed by section 23 (q) shall be allowed whether or not 
connected with income from sources within the United States 


(2) Hstate Tar 
SEC, 812. NET ESTATE [BASIC ESTATE TAX]. 


For the purpose of the tax the value of the net estate shall be determined, in 
the case of a citizen or resident of the United States by deducting from the 
value of the gross estate 

. . Xx 4 % * * 


(b) Bapenses, Losses, Indebtedness, and Taxces Such amounts 
(1) for funeral expenses, 
(2) for administration expenses, 
(3) for claims against the estate, and 
(4) for unpaid mortgages upon, or any indebtedness in respect to, property 
where the value of decedent's interest therein, undiminished by such mort- 
gage or indebtedness, is included in the value of the gross estate, 
as are allowed by the laws of the jurisdiction, whether within, or without the 
United States, under which the estate is being administered, but not including 
any income taxes upon income received after the death of the decedent, or 
property taxes not accrued before his death, or any estate, succession, legacy, or 
inheritance taxes. The deduction herein allowed in the case of claims against 
the estate, unpaid mortgages, or any indebtedness shall, when founded upon a 
promise or agreement, be limited to the extent that they were contracted bona fide 
and for an adequate and full consideration in money or money’s worth; except 
that in any case in which any such claim is founded upon a promise or agreement 
of the decedent to make a contribution or gift to or for the use of any donee 
described in subsection (d) for the purposes specified therein, the deduction for 
such claim shall not be so limited, but shall be limited to the extent that it would 
be allowable as a deduction under subsection (d) if such promise or agreement 
constituted a bequest. There shall be disallowed the amount by which the deduc- 
tions specified in paragraphs (1), (2), (8), and (4) exceed the value at the 
time of the decedent's death, of property subject to claims. * * * 
[Norr.—Seec. 406 (a) of the Revenue Act of 1942 added the material 
beginning with the words, “* * * except that in any case * * *,”]} 
(c) Property Previously Taxed.—* * * 
Where a deduction was allowed of any mortgage or other lien in determining 
the gift tax, or the estate tax of the prior decedent, which was paid in whole 
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or in part prior to the decendent’s death, then the deduction allowable under this 
subsection shall be reduced by the amount so paid. The deduction under this 
subsection shall be reduced by an amount which bears the same ratio to the 
amounts allowed as deductions under subsection (a), (d), and (e) and the 
amounts of general claims allowed as deductions under subsection (b) as the 
amount otherwise deductible under this subsection bears to property subject to 
general claims. * * * 


[Norr.—The foregoing provision was added by sec. 405 (b) of the Revenue 
Act of 1942.] 


SEC. 813. CREDITS AGAINST TAX. 


(a) Gift Tar.— 
: * +o * ~ of > 

(2) Revenue Act of 1932 or Chapter 4. 

(A) If a tax has been paid under chapter 4 or under Title III of the 
Revenue Act of 1932, 47 Stat. 245, on a gift, and thereafter upon the death of 
the donor any amount in respect of such gift is required to be included in 
the value of the gross estate of the decedent for the purposes of this sub- 
chapter, then there shall be credited against the tax imposed by section 810 
or 860 the amount of the tax paid under chapter 4 or under Title ITT of the 
Revenue Act of 1932 with respect to so much of the property which consti- 
tuted the gift as is included in the gross estate, except that the amount of 
such credit shall not exceed an amount which bears the same ratio to the 
tax imposed by section 810 or 860 (after deducting from such tax the credits 
provided by section 813 (a) (1) and (b) as the value (at the time of the 
gift or at the time of the death, whichever is lower) of so much of the prop 
erty which constituted the gift as is included in the gross estate, bears to 
the value of the entire gross estate reduced by the aggregate amount of the 
dednetions allowed under subsections (d) and (e) of section 812 

(B) In applying, with respect to any gift, the ratio stated in subparagraph 
(A), the value at the time of the gift or at the time of the death, referred to 
in such ratio, shall be reduced 

(i) by such amount as will properly reflect the amount of such gift 
which was excluded in determining (for the purposes of section 1003 (a). 
or of section 504 (a) of the Revenue Act of 1932) the total amount of 
gifts made during the year in which the gift was made; 

(ii) if a deduction with respect to such gift is allowed under section 
812 (e) (the so-called “marital deduction’ )—then by an amount which 
bears the same ratio to such value (reduced as provided in clause (i) 
of this subparagraph) as the aggregate amount of the marital dedue 
tions allowed under section 812 (e) bears to the aggregate amount of 
such marital deductions computed without regard to subparagraph (H) 
of section 812 (e) (1); and 

(iii) if a deduction with respect to such gift is allowed under section 
812 (d) (the so-called “charitable deduction” )—then by the amount of 
such value, reduced as provided in clause (i) of this subparagraph 

. > * * ~ « + 

(I>) (i) For the purposes of subparagraph (A). the amount of tax 
paid under chapter 4. or under Title TIT of the Revenue Act of 1932, 
with respect to any gift shall be an amount which bears the same ratio 
to the total tax paid for the year in which the gift was made as the 
amount of such gift bears to the total amount of the net gifts (com 
puted without deduction of the specific exemption) for such year. 

(ii) For the purposes of clause (i), the “amount of such gift” shall 
be the amount included with respect to such gift in determining (for the 
purposes of section 1008 (a). or of section 504 (a) of the Revenue Act 
of 1932), the total amount of gifts made during such year, reduced by 
the amount of any deduction allowed with respect to such gift under 
section 1004 (A) (2), or under section 505 (a) (2) of the Revenue Act 
of 1932 (the so-called “charitable deduction”), or under section 1004 
(a) (3) (the so-called “marital deduction”). 


[Nore.—The foregoing provision was amended by sec. 410 (a) and 
(b) of the Revenne Act of 1942 and by sec. 363 (a) and (b) of the 
Revenue Act of 1948.] 
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(c) Estate, Succession, Legacy, and Inheritance Tares—Paid to Foreign 
Countries.— 
* * * * - . * 


(3) Valuation of Property. 


* * * * * * > 


(B) The values referred to in the ratio stated in paragraph (2) (B) 
are the values determined under this chapter ; but, in applying such ratio, 
the value of any property described in clauses (i), (ii), and (iii) thereof 
shall be reduced by such amount as will properly reflect, in accordance 
with regulations prescribed by the Secretary, the deductions allowed 
in respect of such property under subsection (c), (d), and (e) of 
section 812. 

{Nore.—The foregoing provision was added by sec. 603 (a) of the 
Revenue Act of 1951.) 

SEC. 861. NET ESTATE [NONRESIDENTS NOT UNITED STATES CITIZENS]. 

(a) Deductions Ailowed.—¥or the purpose of the tax, the value of the net 
estate shali be determined, in the case of a nonresident not a citizen of the United 
States, by deducting from the value of that part of his gross estate (determined 
as provided in section 811), which at the time of his death is situated in the 
United States. 

(1) Erpenses, Losses, Indebtedness, and Tares-—That proportion of the 
deductions specitied in section 812 (b) (other than the deductions described 
in the following sentence) which the value of such part bears to the value 
of his entire gross estate, wherever situated. Any deduction allowable under 
section 812 (b) in the case of a claim against the estate which was founded 
upon a promise or agreement but was not contracted for an adequate and 
full consideration in money or money’s worth shall be allowable under this 
paragraph to the extent that it would be allowable as a deduction under 
paragraph (3) if such promise or agreement constituted a bequest. 

[Nore.—The foregoing provision was added by sec. 406 (b) of the 
Revenue Act of 1942.) 

(2) Property Previously Tared. * * * Where a deduction was allowed 
of any mortgage or other lien in determining the gift tax, or the estate tax 
of the prior decedent, which was paid in whole or in part prior to the deced- 
ent’s death, then the deduction allowable under this paragraph shall be re 
duced by the amount so paid. The deduction under this paragraph shall be 
reduced by an amount which bears the same ratio to the amounts allowed as 
deductions under paragraphs (8) and (4) and the amount of general 
claims allowed as deduction under paragraph (1) of this subsection as the 
amount otherwise deductible under this paragraph bears to property sub 
ject to general claims. * * * 

{Nore.—The foregoing provision was added by sec. 405 (c) of the 

Revenue Act of 1942.] 


SEC. 936. CREDITS AGAINST TAX [ADDITIONAL ESTATE TAX]. 


* 7 a * * « * 


(b) (1) If a tax has been paid under chapter 4 or under Title 111 of the Reve- 
nue Act of 1982, 47 Stat. 245, on a gift, and thereafter upon the death of the 
donor any amount in respect of such gift is required to be included in the value 
of the gross estate of the decedent for the purposes of this subchapter, then there 
shall be credited against the tax imposed by section 935 the amount of the tax 
paid under chapter 4 or under Title III of the Revenue Act of 1982 with respect 
to so much of the property which constituted the gift as is included in the gross 
estate, except that the amount of such credit (A) shall not exceed an amount 
which bears the same ratio to the tax imposed by section 935 as the value (at 
the time of the gift or at the time of the death, whichever is lower) of so much 
of the property which constituted the gift as is included in the gross estate, 
bears to the value of the entire gross estate, reduced by the aggregate amount 
of the deductions allowed under subsections (d) and (e) of section 812, and 
(B) shall not exceed the amount by which the gift tax paid under chapter 4 
or under Title III of the Revenue Act of 1932 with respect to so much of the 
property as constituted the gift as is included in the gross estate, exceeds the 
amount of the credit under section 813 (a) (2). 

(2) In applying, with respect to any gift, the ratio stated in clause (A) of 
paragraph (1), the value at the time of the gift or at the time of the death, 
referred to in such ratio, shall be reduced— 
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A) by such amount as will properly reflect the amount of such gift whic] 
was excluded in determining (for the purposes of section 1008 (a), or o 
section 504 (a) of the Revenue Act of 1932) the total amount of gifts mad 
during the year in which the gift was made; 

* * * * vt * > 

(C) if a deduction with respect to such gift is allowed under section 812 (d) 
(the so-called “charitable deduction” )—then by the amount of such value 
reduced as provided in subparagraph (A) of this paragraph. 

- * + - a 2s - 

(4) (A) For the purposes of paragraph (1), the amount of tax paid unde! 
chapter 4, or under Title III of the Revenue Act of 19382, with respect t¢ 
any gift shall be an amount which bears the same ratio to the total tax pait 
for the year in which the gift was made as the amount of such gift bear: 
to the total amount of net gifts (computed without deduction of the specifi 
exemption) for such year 

(B) For the purposes of subparagraph (A) the “amount of such gift’ 
shall be the amount included with respect to such gift in determining (fo 
the purposes of section 1003 (a), or of section 504 (a) of the Revenue Act 0: 
1932) the total amount of gifts made during such year, reduced by th 
amount of any deduction allowed with respect to such gift under section 100¢ 
(a) (2), or under section 505 (a) (2) of the Revenue Act of 1932 (the so 
ealled “charitable deduction”), or under section 1004 (a) (3) (the so-callec 
“marital deduction”). 

[Nore.—The foregoing provision was amended by sec. 363 (c), (d) 

and (e) of the Revenue Act of 1948.] 


(c) Hstate, Etc., Tares Paid to Foreiqn Countries.— 
+ a * * * ¥ 7 
(2) Limitations on Credit.—The credit provided in this subsection with respect 
to such taxes paid to any foreign country— 
. 2 * . + * ‘ 

(B) shall not exceed an amount which bears the same ratio to the tas 
imposed by section 935 (after deducting from such tax the credit provided 
by subsection (b) of this section) as the value of the property which is— 

(i) situated within such foreign country, 

(ii) subjected to the taxes of such foreign country, and 

(iii) ineluded in the gross estate 
bears to the value of the entire gross estate reduced by the aggregate amount 
of the deductions allowed under subsections (¢c), (d), and (e) of section 
$12. 


(3) Same—NSpecial Rules. 


* * * * x * * 

(13) The yalues referred to in the ratio stated in paragraph (2) (B) are 
the values determined under this chapter; but, in applying such ratio, the 
value of any property described in clauses (i), (ii), and (iii)thereof shall 
be reduced by such amount as will properly reflect, in accordance with regula. 
tions prescribed by the Secretary, the deductions allowed in respect of such 
property under subsections (c), (d), and (e) of section 812. 


| Norre.—The foregoing provision was added by sec. 603 (b) of the Revenue 
Act of 1951.] 


INDUSTRIAL TAXES IN PUERTO RICO 


Chairman Brineres. Mr. Sugarman, in talking of foundations, some 
of our industries in this country, in the continental United States, 
are moving to Puerto Rico, for instance. Puerto Rico is a Common- 
wealth of the United States. They do that to gain certain advantages. 
Are there any advantages, from a Federal tax point of view, that a cor- 
poration or an industry would get in moving from the continental 
United States to territorial Puerto Rico? ‘ 

_Mr. Sucarman. That would depend upon the tax rate in the par- 
ticular Territory. Puerto Rico has its own tax system. I am not 
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acquainted with it, and I can’t tell you at this moment what the exact 
tax rates are, but I believe they are in some areas lower than in the 
United gee 

I might say in that connection that » citizen of the United States 
who would go i Puerto Rico would continue to be taxable. 

The situation as to residents in Puerto Rico is a different matter, 
of course. 

Chairman Briners. As far as the Federal Government is concerned, 
there is no difference in the tax status of a corporation in the conti- 
nental United States and one in the Commonwealth of Puerto Rico; is 
that right? 

Mr. Sugarman. Perhaps I misunderstood your question. I assume 
you are referring to a corporation which would set up business in 
Puerto Rico. 

Chairman Brinces. Yes. I realize there is a difference in local and 
Territorial tax assessments. What I am trying to find out is whether 
or not the Federal taxes _ plied in this country are the same as those 
applied in a Territory, or is the assessment structure different ¢ 

Mr. Sugarman. Do you mean because the domestic corporation does 
business in Puerto Rico? 

Senator McCartruy. I think the Senator has this in mind: If there 
is a corporation set up in Puerto Rico, it, of course, pays no tax to the 
United States; it only pays a Puerto Rican tax. 

Chairman Briners. That is what I had in mind. 

Mr. Sucarman. That would be correct, except that as it does busi- 
ness in the United States it will pay a tax on its business in the United 
States, if it has branches here, for example. 

Chairman Briners. In other words, regardless of all the aid we have 
extended to Puerto Rico, a corporation doing business and paying 
taxes in Puerto Rico is not paying the same tax as it would if 1t were 
located in Hyattsville, Md., for example; is that right ? 

Mr. SucarmMan. It is subject to the Puerto Rican tax. 

Senator Brivces. But not to the Federal taxes here? 

Mr. Sugarman. My understanding is that it would not be, assuming 
it Was operating solely within Puerto Rico. 


TAX EXEMPTION OFFERED TO CORPORATIONS 


Senator Dirksen. When I was down in Puerto Rico the Governor, 
Muiioz Marin, said that he had asked that they extend complete tax 
exemption for any corporation that would come down there and 
probably take Territorial status and do business there. 

What they had in mind, of course, was certain candy companies 
that would use the sugar supply available there, and certain textile 
corporations, which I think Senator Bridges particularly has in mind. 

Now, they go to the island. They may go as a subsidiary. They 
may set up a ‘separate Territorial corpor: ation, which they could do. 

At the end of the year there is a balance sheet. Here is $100,000 in 
net income that normally would be subject to tax. But that net 
income, since they are doing business down there, is not subject to 
United States Federal income tax, is it? 

Mr. Sugarman. Not their net income with respect to Puerto Rican 
activity. 


31952— 53—--7 
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TAX LIABILITY OF DIRECTOR OR STOCKHOLDER 


Senator Dirksen. What about one of the officers of trustees or di- 
rectors, or a stockholder who takes his little share of the net profit and 
brings it back to the United States? So long as he remains legally 
domiciled in the United States he would finally have to declare that 
income, I take it ? 

Mr. Sugarman. Yes; if he is a resident of the United States. 

Senator Dirksen. It is only there where our Federal tax attaches. 

Mr. Sugarman. If he is a resident of the United States, he would 
pay the tax regardless. 

Senator Dirksen. But the corporate net income would not be 
subject to Federal tax, would it? 

Mr. SuGarMAN. Assuming it is not a branch of an American 
corporation. 

Senator McCarruy. Let us put it this way: Let us take a textile 
business in New Hi: ampshire. You could move that down to Puerte 
Rico if you wanted to and set up a separate corporation down there, 
and the owners of the corporation can be American citizens. There 
would be no tax paid unless and until the corporation declared 
dividend to its American citizens, no Federal tax, would there? 

Mr. Sugarman. That would be correct, again assuming that this 
income you are referring to is derived from the Puerto Rican ac- 
tivities. 

Senator McCarruy. Let us say that they sell all the product in the 
United States. 

Mr. Sucarman. Then you run into a different problem, because in- 
come derived from sources in the United States is carried differently. 

Senator McCarruy. Do you mean that a Puerto Rican corpor: ation 
which does business in the United States would have to pay United 
States income tax ? 

Mr. ScuGaArMAN. Yes, sir. 

Senator McCarruy. Are you sure that is correct ? 

Mr. Sucarman. I would like to be able to check that further. That 
is my understanding at the moment. 


TAX POLICY IN TERRITORIES 


Chairman Bringes. May I request that you examine two aspects of 
this situation? Inasmuch as a tremendous amount of aid is furnished 
by American taxpayers to the territory of Puerto Rico, in your 
opinion, why shouldn't they be required to pay taxes on the same basis 
as a business operating in the United States? 

The second point I am interested in is this: Is the same tax rule 
applied in the case of all other Territorial possessions of the United 
States as that prevailing in Puerto Rico, or 1s this a special situation ? 

Mr. SuGarMAN, As to the first question, Senator, I might say you are 
getting a little over my depth in terms of the policy as to taxation or 
subsidies, or whatever it may be, in connection with the Territories. 

As to the second question, there are different approaches to the tax 
problem in some of the different Territories. There is, for example, 
a different system in Guam than there is in Puerto Rico. 

I will be glad to look those matters up and supply that for the record, 

Chairman Brinees. There is a great deal of controversy over the 
matter, and the Congress is constantly being confronted with it. 
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Commissioner ANpREws. We could get you a digest of what the situ- 
ation is in each of these Territories and get it back to you so that you 
can see just what the picture is. Pay ; 

In addition, we could determine what the legislative history of it 
was and why they did do it. 

Chairman Briners. That would be fine. 

Senator McCartruy. And I assume, Senator Bridges, you are also 
interested in the situation insofar as, we will say, some South American 
country is concerned. What happens if you feel you are overburdened 
with taxes here and you set up a corporation, for ex: unple, in Chile, 
if all the owners of the corporation are United States citizens, but the 
corporation is strictly a Panamanian or Chilean corporation ¢ 

Chairman Briners. Yes. 

Commissioner ANprEws. We will furnish that for the record. 

(The information referred to appears on p. 356.) 


SHIPPING PROBLEM 


Chairman Bripcrs. As an example, Mr. Chairman, take the activity 
of shipping, on which you are an expert. I think the Congress is 
becoming increasingly interested in the fact that, more and more, 
foreign ships are being utilized in commerce with the United States, 
apparently, to avoid paying American wages and also to circumvent 
the safety provisions and health regulations of our country. Appar- 
ently, also, the tax situation enters into it. 

I think the problem merits intense study because, in many ways, the 
American people are penalized, I think, unfairly, by this form of 
competition encouraged by possible tax evasion. 

Senator SattonstaLy. Mr. Chairman, perhaps I should have brought 
this up before. 

You stated, Mr. Andrews, the thought of a Puerto Rican company 
selling goods in the United States. Now, there is the oe thought, 
of a Puerto Rican company selling goods, we will say, i 1 England or 
France without ever coming through the United States. 

I would assume that an American corporation, using your example, 
doing business in New Hampshire would pay an income tax on goods 
it made to sell abroad, under certain exemptions, and so forth. 


TAX LIABILITY OF PUERTO RICAN COMPANY SELLING ABROAD 


Isa Puerto Rican company exempt on any goods that it sells directly 
from Puerto Rico, we will say, to England, such goods as sugar or rum, 
r anything of that kind? 

[ am simply adding that to the question of the chairman. It seems 
to me that would round it out. 

Mr. Sugarman. I will be glad to include that information with the 
other information we are supplying. 

Commissioner ANpREWs. What vou are doing is getting at the point 
of ultimate consumption. . 

Senator Savronsraun. Yes. 

Commissioner Anprews. Let us say the goods produced in Puerto 
Rico, as an illustration, are shipped to a market other than the United 
States, would that escape American taxation altogether? Is that 
what you are interested in? 
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HAWAIIAN TAX SYSTEM 


Senator Savronstauu. Yes. 

As you know, Mr. Chairman, one of the arguments made for admit: 
ting Hawaii as a State is that it pays its revenue to the Federal Gov. 
ernment, whereas we know that Puerto Rico does not. 

Now, where does the method of Federal taxation for Hawaii make 
it possible for Hawaii to more than pay her way into the United 
States ? 

That is really one of the fundamental questions that Senator Bridges 
is bringing up, is it not? 

Senator McCarruy. As a general statement, Mr. Andrews, I know 
you have only been on this job a short time, but do you not already 
have the strong feeling that a tremendous amount of revenue is slip- 
ping through the hands of the Department because of the interpreta- 
tions of the various tax laws, which leave a vast number of loopholes 
that should not be left there ? 

I imagine one of the jobs you are doing is a study of that particula 
situation to enable your Department to collect that revenue which now 
may be uncollectible under the tax laws and interpretations. 

Commissioner Anprews. That is true. We have a very great in. 
terest in that, Mr. Chairman. 

Of course, the primary interest in that is in Mr. Folsom, who is ir 
charge of tax policy, as distinguished from our primary responsi 
bility for tax administration. 

I don’t mean by that that we say that is not our business; that we 
don’t bother with that. We do concern ourselves wih that a good 
deal, but we coordinate all that through Mr. Folsom’s office. 

Senator McCarrny. Mr. Andrews, with regard to your statement 
if it is all right with you, we will follow the rule here ‘that, unless the 
witness objects, any member of the committee can interrupt at any 
time and ask questions on what you are covering, unless you would 
prefer to complete your statement first. 

Commissioner Anprews. I have no feeling about that at all, Mr 
Chairman. I think probably we can get a better understanding of ow 
problem if you do that as we go along. 

Senator McCarrny. Let me say that whenever a witness cares te 
do so, we merely insert the statement in the record and go through 
it and summarize it in informal language. You may do that also. 

Senator Dirksen. I would say that would save time. 

Commissioner ANprews. As we go along. 


ASSISTANCE TO TAXPAYERS 


Senator Dirksen. I would just like to make a little inquiry about 
your statement here concerning assistance to taxpayers. 

Commissioner Anprews. All right, sir. 

Senator Dimxsen. Of course, that is where the complaint begins 
in making out the tax return, particularly on the part of so many 
people who are always a little fearful about a tax return and the} 
have a fear of government. 

I wonder, in connection with that kind of program—and I think 
you have set out a pretty good program here—whether it would not 
be practical to have a television tax course for the country, starting 
let us say, about the 1st of February every year. 
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Doubtless, the networks would give time to it. They would be glad 
to devote time to it. It would be a blackboard matter. 

There are millions of television sets. Over the radio, people would 
not understand. But if you have a man standing over there at a black- 
board and it is announced and publicized several weeks in advance 
that for 1 week there is going to be a TV tax course, I think every 
citizen would get a great deal out of it. 

It would be the same as you do in school, to have a tax return on 
the board and say that is the w ay you normally would fill it out. 

I think with very little money and some cooperation on the part of 
the television networks you would really get yourselves a big audi- 
ence that would help in the business of m: aking out tax returns. 

Commissioner ANpREws. I think you are right about that, Senator, 
and that is a matter that I have been thinking ‘about a lot lately. 

You know, as we go along in these hearings, I think you will be 
interested in a number of things that we are trying to do, not only 
as an immediate thing, but as an aid in the future. 


TAX INSTRUCTION IN HIGH SCHOOLS 


For instance, our program of carrying the elementary tax instruc- 
tion and preparation of the simpler forms of the tax returns to the high 
schools in the county is growing very rapidly. ‘That is going to do 
several things for us. Ini my opinion, the most important thing, since 
we will incorporate in it some fundamentals of public finance and pub- 
lic administration, I think it will make our coming generation or 
present growing- up generation a good deal more conscious of their 
obligations as citizens. 

No. 2, it unquestionably is going to enable a lot of people in the 
future to make their tax returns directly without assistance, so that 
our problem in auditing is going to be greatly simplified. 

That program is catching on very fast, indeed, in the schools and 
we are doing everything we can to foster it. 

With regard to the television programs, as you probably know, the 
American Institute of Accountants and various State societies of 
accountants and local chapters of accountants have put on these TV 
and radio shows with regard to tax returns. I never have thought that 
they ever quite got down to fundamentals. 

I have felt that it would be a very much simpler thing if we could 
do on TV what we do in the classrooms for the high-school students 
and put a tax return up on the board and have somebody explain what 
the various items in it are, and what is deductible and what is not. 


ILLUSTRATION CITED 


Let me give an illustration. We know that through the influence of 
just 1 man in 1 important industry in America, involving, I think, 
about 300,000 employees, that fellow has led these people to believe that 
they can take certain deductions. He is a notary public and makes 
tax returns, and he makes a great many of them, hundreds of them, 
every year. 

But all through the industry they have gotten the idea, the people 
in the industry, ‘that because this fellow says certain things are deduc- 
tible, they think they are. 
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And one is getting it and another is not because of this selective 
auditing of tax returns, because we cannot cover them all without a 
tremendous increase in manpower. 

We have a situation there, I am afraid, in that industry, where we 
are losing a tremendous amount of tax revenue. 

I am seriously considering right now setting up for that peer 
alone a program of getting to those employees through their employer 
a clear statement of things that they were deducting that they should 
not deduct, so that next year those things won’t be done. 

Visual education unquestionably is important, and I am sure we can 
do that. I am sure the networks will give it the time, provided we do 
it in a way that will attract people’s attention. 

And I think your idea of putting it on the blackboard will be one 
way of making people sit there and watch so that they will under- 
stand. 

Senator Dirksen. They must see it. 

Commissioner ANprEews. We have no money in this budget for that 
sort of thing. 

But, in my opinion, if we save a few thousand or maybe a few mil- 
lion dollars in improvement and efficiency, we can well afford to spend 
some part of it in such a manner as you are talking about. 


SIMPLIFIED PROCESS AIM 


Our whole idea is to simplify this process. That is a word I am 
getting to be a little afraid of because, actually, our short form of tax 
return, has gotten to be just about as simple as it can be made. 

Some of the long forms probably can be improved in structure and 
in content. 

But what we would hope to do, as I have already mentioned, is that 
we would like to get rid of even the necessity of making returns on the 
part of at least half of the people now filing them, bearing in mind 
that there are 33 million people in the United States who last year, 
that is, 1951, filed returns, who had only income from their salaries 
and were eligible for the standard deduction. 

Now, if we could, by cooperation or coordination with the social 
security people and by a little change in the W-2, which is going to 
require some legislation, if we could take these reports and calculate 
the tax, deduct it from the amount withheld and just automatically 
send a man his refund without his ever having to come in, it would 
be a tremendous saving to us, and you can see what a convenience it 
would be for the taxpayers. 

The thing that concerns me, as well as the inconvenience to the 
taxpayer, are these long lines of people that you find outside of our 
offices all during the tax-filing season, 

You must bear in mind that not only is that an inconvenience to the 
taxpayer, but that is a loss of productive time. 

Whether the employer pays for it or the employee pays for it, 
it does not matter. The simple, plain fact of it is that there is a loss 
in production which causes a loss in national income, and therefore we 
are losing taxes. 

We are aiming our program at reducing that to the minimum and, 
if possible, eliminating it altogether. 
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PROBLEM OF COLLECTION 


You have put your finger right on what is one of the great problems 
in a broad tax base. The other is collection, and we have to get our 
collection situation straightened out. We have to improve it. We 
have to get that curve of liens outstanding uncollected turning 
downward. 

We have to get the curve of the disputed tax cases turning 
downward. 

And when I see that that has happened, I will be able to say to Mr. 
Humphrey, “Well, my job is done; I am ready to go home.” 

That is the job we set for ourselves in those areas where the real 
cost is involved and where the dissatisfaction of the taxpayers arises. 
There is no question about that. 

I hope that makes sense to you gentlemen, because it is fundamental 
with us. 

COST AND SOUNDNESS OF REORGANIZATION 


Senator McCartuy. It certainly does. 

Mr. Andrews, I have one other thing before you go into your pre- 
pared statement. 

Do you have any idea as to how much additional costs your depart- 
ment 1s put to because of the reorganizations in the past year ? 

Commissioner ANpREWs. We prepared a statement—lI believe it is 
available here—of just what the 17 district offices are costing us. 

On that, Mr. Chairman, I would like to say this, which I think is 
only fair to say: You will recall that the legislation pertaining to 
the reorganization provided for not more than 25 district commis- 
sioners, Which means district offices. They are administrative officers. 


TAX DISTRICTS 


The Bureau, in its analysis, decided upon 17 districts. So that we 
now have the country divided into 17 geographical districts, each 
under the district commissioner, whose job it is to oversee the entire 
Revenue Bureau operations in that area. 

Very frankly, I am not at all certain that we need 17 districts. I 
think I may say that we certainly don’t need any more. And the 
chances are that we may reduce that perhaps substantially. 

I am not sure, and I am not making this promise, but I would like 
for you to know that we are aiming at that, because if we can do that, 
every one we cut out we save just so much money. 

On the other hand, I think it would be unfair to measure the cost of 
the reorganization in terms of what these district offices are costing, 
because 1f the purposes of the reorganization are accomplished, then 
we will save money in other directions that will offset that cost. 

Asa matter of fact, unless it can be demonstrated that that reorgani- 
zation will lead ultimately to a substantially reduced overall cost of 
administration, then the reorganization was a mistake. Let us make 
no mistake about that. 

We have not only to have improved efficiency, but we should also 
have considerable saving in expense. 

Senator McCietian. I assume it is too early to determine as to 
whether or not it is going to accomplish that. 
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Commissioner ANprEws. That is right. And since none of these 
offices has been in operation more than 7 months, I don’t think it is 
humanly possible for anybody to determine and come to a sound con- 
clusion whether this reorganization is a good thing, or a bad thing, 
probably not before the beginning of the next Ct alendar year. 

We have moved slowly and deliberately on that whole question. 

I will say this to you, that, asa oer who has devoted a great part 
of his life to managerial matters, I do think that fundamentally the 
reorganization structurally was a sound thing. Now, whether it 
functions properly is a matter that is strictly the responsibility of the 
management of the Bureau. 

We are going to try to make it function properly. If we find that 
for one reason or another it cannot be made to function properly, then 
we are going to come to you and tell you so and try to do something 
about it. 

Senator McCietzan, I think that is the right attitude. 

Frankly, 1 was not able to judge whether the reorganization plan 
structurally was sound. I had to assume that it was, but I did not 
have a great deal of confidence in those who were to administer it. 

I think we have had a demonstration of that as has been disclosed 
by the report of Senator Williams. Some of us have been disap- 
pointed in the good faith that was shown in setting up that reorgani- 
Zation. 

That was the big objection on my part because of some experiences 
that I knew that indicated how that plan was going to be administered 
under the past administration. 

I want to say to you, frankly, that I hope that structurally it is 
sound and can be made to work so as to produce full economies. 

As far as I am concerned, you have my wholehearted support in 
your effort to make it work. 

Commissioner ANprews. I think when you see the picture, the 
graphic presentation of what we move from and what we move to, I 
believe we will be able to convince reasonable men, as all of you are, of 
course, that structurally it is a good thing. 

I think that the whole thing is that it makes it a much more cohesive 
organization. There are people who are unhappy about it, people in 
the Bureau and without, because they do not understand it. 

But that understanding is wrong. 

Frankly, I am not really disturbed about the reorganization except 
in terms of making it function. Frankly, I am very well pleased 
with it. 


QUESTION OF REMOVAL OF “BLANKETED IN” CIVIL SERVICE EMPLOYEES 


Senator McCarruy. Here is something that disturbs me very, very 
much, and when I mention it it might disturb you also. It refers to 
a situation that came about before you took over. 

Senator Williams, in discussing the reorganization act on April 2 
of this year, had this to say: 


The administration promised under this proposal open competitive examina- 
tions would be held and the appointees selected from the top three eligibles on 
the basis of their qualifications and not upon their politicial support. 
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Then he goes on to say: 


As far as removing politics from the Bureau or from the standpoint of the 


greater efficiency, it was a dismal failure. 


Now, I am getting down to the item which I would like to have 
your comment on and which refers to the district commissioners. 

Senator Williams said: 

Seventeen have been selected. In every instance the men were selected for 
these Treasury posts without competitive examinations, 

My question is how can you remove these individuals now that they 
are blanketed in under civil service if you want to get rid of them? 

[ do not think any man is more cautious than is John Williams. He 
points out that they are political appointments. If so, they are 
blanketed under civil service. How could you get rid of them ‘ 

Commissioner Anprews. First, let me say that all of those men were 
not without experience in the revenue service. As a matter of fact, 
I believe there were only two who were without that experience 

Mr. Winkle was on the Selection Board, and I think he can tell you 
anything you want to know about it. 

But it was not a matter of those people being without Bureau serv- 
ice. I believe two of them were not in that category. 

Moreover, I have had only one opportunity, just last week, to look 
my commissioners in the face for the first time and see what kind of 
men they seem to be. I have had no real opportunity yet to appraise 
their performance as commissioners. 

I wish you to bear in mind, however, that, as district commissioners, 
they are not only important people, but highly paid people. There 
are 17 of them scattered throughout the country. 

I expect from them a high level of performance. 

Very frankly, I think that every district commissioner ought to be 
a man entirely capable in a rush or in an emergency of taking over 
and running the Bureau of Internal Revenue as Commissioner. If 
they are not that kind of men, I am going to do my utmost to get rid 
of them and put men in there who are. 

That is the best thing I can tell you. 

We are going to try to run it on a merit basis, and we certainly will 
not tolerate slothfulness and bad performance. 

We do not intend, as long as it is not supposed to be in politics, to let 
it be run on a political basis. I don’t think you gentlemen want that. 

Senator McCarruy. Maybe you or your men here will be able to 
answer this question : 

Let us say you find Mr. Jones in charge of district office No. 3 com- 
pletely incompetent, in your opinion; yet he has civil-service status. 
How would you get rid of him? 

Commissioner “Anprews. That, of course, is going to be a matter 

that is going to be up to the Civil Service Commission. 

You realize what the problem is to get rid of anybody purely on 
the ground of incompetence under the civil-service rules and regula- 
tions. I do not understand that there is anything in the world under 
civil-service law that says you cannot get rid of an incompetent man, 
but they have a stack of regulations over there almost as high as a 
6-foot man that have built a wall around the employee to protect him 
apparently without much regard for the interests of the Government 
and the people who support it. 
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That is a statement which I make on the basis of my own experience 
in the Government. 

I am hopeful that this new Civil Service Commission is going to 
work with us to eliminate that problem so that we can get rid of incom- 
petent people. 

PRESENT CIVIL-SERVICE LIMITATIONS 


And, gentlemen, let me give you an illustration of something much 
more important. If we have a man in the service at any point—I 
don’t care how low his grade—and he is capable of running a job twice 
as important, I think we ought to be able to lift that man up imme- 
diately and put him in that job and not make him wait 15 or 20 years 
for an automatic promotion. 

I have a case like that right now of a man in grade 12 that I would 
like to put into a very responsible position. I know he is capable and 
am confident that he is one of the best men I can put my finger on. 

3ut I am doubtful if I can put that man where I know he can be most 
useful to the Bureau. 

So the only answer to your question is that it all depends on what 
the Civil Service Commission feels it can let us do to promptly recog- 
nize merit and outstanding accomplishment and promptly get rid of 
the incompetent. 

That is the only answer I can give you right now, sir. 

Senator Dixsen. Mr. Commissioner, one has to be realistic and 
practical, obviously, and you may not care to comment on this. But 
there are these basic elements to consider 

First, the country would not look w ith favor upon any effort to rip 
out the merit system of the Civil Service or to damage it materially. 

On the other hand, the country did decree there was to be a change 
of administration and a certain change of viewpoint. 


MODIFICATIONS IN EXISTING LAW ANTICIPATED BY NEW ADMINISTRATION 


And there must, by implication at least, be in the returns that are 
filed in a national contest the authority to go ahead and make such 
modifications in existing law as will give a new administration an 
opportunity—a reasonable opportunity—to carry out that viewpoint. 

Now, to carry out a view point in government you have to have 
people because neither law nor the creation of an agency on paper as 
such has any validity or effect whatsoever until it is energized by the 
thinking of people. 

So you have to have some people to make policy. 

Commissioner Anprews. The most important thing in the world is 
people. 

Senator Dirksen. Yes. 

Then that adds up to this: Why should not a new administration 
have the authority, through the President or the head of any agency, 
within the discretion of the head of the agency, to replace 3 or 4 or 
percent of the whole number of people who have civil-service dae 
from the top to the bottom ? 

In other words, you can replace a stenographer, if you like, you can 
replace a policy head, if you like. But at least you could then secure 
those people that you think are necessary to express a new viewpoint 
in consonance with the pledges that were made. 
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Three percent would be 1 out of 33; 5 percent would be 1 out of 20. 

If you limited the matter, say, for 2 years, at the very outside you 
would have 10 percent, maybe only 6 percent. You might not change 
that many, or it may not be nec essary. 

But. at least, it does give you the discretion to do the job and, along 
with it, it has a rather disc ipline ry effect because if that is a broad 
policy, the ax could fall anywhere in your Bureau and nobody would 
know. 

But I think vou are entitled to that much latitude. 

Senator McCuetian. Could you not make it 5 percent for each 
year ¢ 

ANTICIPATED LEGISLATION 


Senator Dirksen. I have a bill here right now. I have drawn it in 
the alternative, 5 percent for each of 2 years. So that is 10 percent, 
no more than that. 

How can the country or anybody quarrel with it ? 

Senator McCie.ian. I think we have had some good instances of 
people doing a good job. But they were certainly handicap ped by 
those they felt were not competent. They had to go through a long 
process and then maybe lose out in the final administrative discretion 
and judgment. 

I think they should be given that latitude to give somebody like 
Mr. Andrews here a position. He has a job to do. He is wholly 
responsible. 

I have always felt a top administrator should have the right to make 
changes that he felt were necessary for the good of the service. 

Senator Dirksen. I think the best illustration one can think of is the 
expression that Mrs. Hobby made to our committee when she could 
not even pick the General Counsel for the Federal Security Agency. 

Now, that is quite a situation to be in. 

Commissioner ANDrREws. I can’t pick the Chief Counsel, of the 

Sureau. I can’t pick anybody in the Bureau. Iam the only man in 
the Bureau not under civil service. 

I would not attempt to answer your question as to why we should 
not have the right to replace 3 percent, or 5 percent, or whatever it 
may be, but I would like to say that we all believe in the merit system. 
I find nobody disagrees with that. 

The only thing that disturbs me about any change is finding a means 
of being sure that whoever may be picked to replace somebody is really 
and truly qualified for that job. 

Now, that is our main concern. We have an operating job to do. 
We have to produce the revenue. We have to keep it honest. It has to 
be done at the lowest possible dollar cost. 


REDUCTION IN COLLECTION COST 


It is costing us now, | believe, about 42 cents to collect every $100 
that we get in. Noman in the world would be happier than I to reduce 
it to, say, Just 40 cents, because then I will have reduced it one twenty- 
first, which is about 5 percent, and that would be for any administrator 
a pretty outstanding accomplishment. 
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I am only interested in what I can do here as a matter of accom- 
plishment, not for myself personally, but I have a job to do and I want 
to do it right. 

I am willing to take any action that is necessary in order to give the 
Government an honest and efficient administration. 

The only thing they can do that I want to be sure of is that I don’t 
get thrown into a situation where I will have to give more consid- 
eration to a man’s political background than I do to his qualifications. 

When all things are equal, then you become realistic. 

Senator Dmeksen. The bill foresees that question because it gives 
you an opportunity, notwithstanding any provision of existing “law. 
to vacate a given position, and then it gives you the authority to fill 
the position without regard to civil-service laws or the Classification 
Act. 


VALUE OF SPECIFIC EXPERIENCE 


Commissioner Anprews. It has always been borne in my mind with 
regard to the revenue service that it is unique, although not completely 
unique, because there are other situations similar to it. 

But, obviously. the higher one goes in the revenue service, the more 
important it is that he have a background of experience in the revenue 
service. 

If we were given authority to make changes, my main problem 
right now would be to give recognition to the people in the service 
who have that specific experience which is so very essential to doing 
the right kind of job. 

Senator Dirksen. I think one can agree to that observation pretty 
well. 

Senator Sarronstati. Are you through, Senator? 

Senator Dirxsen. Yes. 

Senator SauronsraLL. Mr. Chairman, I have a question. 

Tam a little uncertain about this thing, Mr. Andrews. 

Senator McCartruy. Senator Saltonstall, may I make a suggestion 
here? 

Senator SALTONSTALL. Very well. 

Senator McCarrny. I think, in view of the fact that we have 
already covered many of the items in Mr. Andrews’ statement and the 
members of the committee have been reading the statement here, I 
believe that instead of having Mr. Andrews read the statement, I 
would suggest that we ask any questions covering any points in the 
statement. 

Then if Mr. Andrews thinks we have omitted any major portions he 
can proceed to give those sections. 

I think it might be a waste of your time, sir, to have you sit here 
and read 21 pages of a statement that has been largely covered already 
by questions. 

Senator Sarronstatn. Mr. Chairman, if it is in order, I would be 
glad to make the motion that Mr. Andrews’ statement be put in the 
record in full at the very start of this session before any questions were 
asked, and then we can go from there. I will be glad to make that 
motion. 

Senator McCarrny. It will be so ordered, unless there is some 
objection. 
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DECREASE IN DELINQUENT TAX RETURNS 


Senator SatronsTaty. I do not quite understand one thing, Mr. 
Andrews, which is perhaps because I have not read it carefully enough. 

On page 10 of your testimony you state that the delinquent returns 
obtained through canvass dropped from 400,000 in the fiscal years 
1944 through 1947, to 67,000 returns, in the average, from 1948 to 1952. 

You say the delinquent. taxes written off as uncollectible have in- 
creased approximately $11 million a year, and there are outstanding 
127.000 more warrants that have been outstanding for more than 6 
months on taxes that should be paid. 


REQUESTED PERSON NEL 


At the same time, you ask for these purposes 689 more revenue 
agents, with an additional clerical force of 173 people. 

Now, that is the statement because you want those people to collect 
the taxes. Yet your overall manpower requested is approximately 
1,705 people less than the Truman budget and under, by 908, the aver- 
age number of people employed last year. 

Does that mean that you are shifting from one department to the 
department w here you want to put more steam on 

Commissioner ANpREws. Yes, sir. 

Senator SarronsraLL. That is a shocking situation how the war- 
rants have dropped and so on. 

Commissioner ANprREws. It is shocking to me, sir. 


PROPOSED CANVASS AND STUDY 


Let me break that down into two categories. 

What we are talking about there when we say that the number of 
delinquent returns has dropped from 400,000 to 67,000 are people 
really who are not filing returns. 

In other words, taking a simple little illustration, I asked our peo- 
ple some time ago, “What are you doing to insure that everybody files 
a return who should be filing one?” 

And that is what we are talking about here, in the canvass. 

In other words, it is canvassing a locality. 

Let’s take, for instance, the telephone directory, the classified see- 
tion. You can go right down the classified section of the average 
telephone directory and check it with the tax returns and find out 
how many people in business are not filing tax returns, 

It is that canvass activity that has sloughed off that is not covering 
these people who should be filing returns, but are not. That is one 
aspect of the problem. 

We propose to conduct a study. As a matter of fact, I expect Dr. 
Atkeson is pretty well along with it. I told them, “Just pick out three 
or so communities in the United States, of average size, and let us make 
a thorough canvass of those communities and see what the pattern is. 
Then we can determine whether we ought to spend more money on 
the matter of seeing who is supposed to be filing returns and who 
isn’t.” 

For instance, there are about 800,000 young men that come of age 
every year. So that potentially there are that many thousand tax- 
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payers. Areall of them filing tax returns? I would say many of ther 
are not. 

n fact, it is not an infrequent occurrence that people who have 

In fact, it is not an inf! t rrence that le who hav 
good-sized business have never filed a tax return. 

The effort, therefore, on that phase of that problem has sloughe 
off. 


INCREASE IN RETURNS 


You will notice that we are getting more money per tax return ou 
of the 67,000 returns than we got out of the 400,000. Of course, yo 
know the reason for that is that the taxes have gone up. 

Addressing ourselves now to the other problem, about what ha 
happened has been that the number of unpaid balances or unpai 
total assessments has been steadily rising. 


FURTHER REFERENCE TO DELINQUENT RETURNS 


Senator McCarruy. May I interrupt you, Mr. Andrews? 

Referring again to page 10, the subject covered by Senator Salton 
stall, I note you say that the number of delinquent individual incom 
tax returns obtained through canvass averaged close to 400,000. 

I gather what you meant there was that you made a canvass in wha 
you call a typical community, and from that you arrived at the con 
clusion that about 400,000 people were not filing their returns. 

Commissioner AnDrews. No. What we mean by that is that by th 
canvass method, from 1944 to 1947, we found 400,000 people that wer 
not accounting, were not filing tax returns. 

Senator McCarrny. And did that include their names and ad 
dresses ¢ 

Commissioner ANprEws. Yes. 

Senator McCarrny. If you were to make an estimate—and IT knoy 
that it would have to be a very indefinite thing—how many peopl 
would you_say that, as of last year, did not file returns that shoul 
have filed returns in the United States, and who, as of now, have no 
been discovered ? 

Commissioner ANprews. Senator, I would not have any basis fo 
making such an estimate, I am sorry to say. I hope to have that fron 
the study we are conducting now. 

Senator McCarrny. In any event, you are convinced it is a sizeabl 
number, are you not? 

Commissioner Anprews. I have no doubt there are a large numbe 
of people not filing returns. 

We know a rather large category of occupation—I would rather no 
mention it publicly—where we are satisfied that a very great propor 
tion of that particular occupation are not filing any returns at. al 
and we want to try to do something about it. It is going to be a ver 
difficult occupation to work on because of the difficulty of deter minin, 
the income. 

But, nevertheless, it ought to be done. 


INCREASE IN DISTRAINT WARRANTS ISSUED 
Getting to the second part of the question, Senator Saltonstal 
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That is going up. And, mind you, that applies only to taxes where 
distraint warrants have been issued. 

That has been rising at a rate which I would almost be inclined to 
say isalarming. But certainly it is a rate that gives us great concern. 

We feel, therefore, that it is imperative that we put more people 
on the collection effort and, as I said a while ago, get that curve of 
number of warrants outstanding turning: downward instead of con 
tinually going upward. 

And, of course, when we do that, we reduce also the amount of 
taxes that apply to those liens. 

We figure on putting about 600 more people on that. 

You were not here, I believe, Senator, when I explained what we 
did in connection with the filing of returns this year. 

Senator Savronsrautu. I would not ask you to do it over again if 
these gentlemen heard it. I will read the records. 


REVENUE AGENTS AS TAXPAYER ASSISTANTS 


Commissioner Anprews. I think you gentlemen here might know 
how we concentrated on taxpayer assistance by the use of revenue 
agents and let the collection people alone so that they could keep 
abreast with their problem and slow down this process. 

With those additional people we want to throw into that next year, 
we think we will begin to make a dent on that particular problem. 
We think we will be effective with the close to 700 people with the 
necessary complement of clerical people behind them. 

If that is not effective, we will just have to put more people on it 
because we must be mindful of one very important fact, and that is 
that if we should have a downturn in economic conditions in this 
country, with our delinquent tax situation rising now, you can readily 
see what we would be up against with a broad tax base that takes 55 
million individual returns and 10 million corporate and other returns. 

We must get at that problem. We must turn that curve down and 
get on top of it so that if something does happen we will be in a 
better position to handle it. 

Senator McCartruy. At this point in the record we will insert an 
explanation of the taxpayers assistance program, prepared by the 
Internal Revenue Bureau. 

(The explanation referred to follows: ) 

UNITED STATES TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, , 

Dear Mr. - : This letter relates to taxpayer assistance during the 
1953 filing period. 

Beginning January 1, 1953, the taxpayers seeking help in filing returns will 
have their first real oportunity to observe how reorganization affects them per- 
sonally. It goes without saying that they must find a new and improved service. 

As compared with previous years, many changes must be made in the plans for 
assisting taxpayers due to the many organizational adjustments which have 
taken place. Moreover, those occupying the position of deputy collector have, 
in the past, provided the major portion of this service. The integration of these 
officers with the revenue agents requires an entirely new alinement of personnel 
to be available for this service. 

The planning must be done early and thoroughly, and the ptans carried through 
effectively. 

Last November Commissioner Dunlap asked each collector of internal revenue 
to furnish him with a statement of those methods which he found most effective 
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in handling taxpayer lines in his district. An analysis has been made of the 
replies, and I am impressed with the ingenuity and imagination shown in meeting 
this very difficult problem. 

Because the replies indicate, on the basis of actual experience, that certain 
measures proved satisfactory in a large number of districts, I am prescribing 
these measures as a minimum program to be followed uniformly by all directors 
during the coming filing period. These measures are shown in the attached 
document. 

I recognize fully that directors’ offices vary greatly in physical setup, number 
of taxpayers, and type of taxpayers, but notwithstanding these and other varia 
tions, | believe that the minimum program can be observed to advantage by each 
and every office. 

In addition to the minimum program, I have cataloged certain other measures 
which some collectors indicated were followed advantageously by them and are 
including them for your information and optional use. 

The minimum program and the optional measures do not cover all steps which 
might be appropriately taken to previde the taxpayer with adequate service, or to 
make him realize that, in fact, the reorganization has given him a truly new 
revenue service 

Therefore, no director should feel restricted to this list but rather seek addi 
tional measures to insure prompt, efficient, and courteous service. The primary 
responsibility for insuring adequate service rests squarely on each director of 
internal revenue and he should be encouraged to develop, in cooperation with his 
employees, measures to insure that adequate service is rendered. 

The instructions contained herein do not affect the rules in respect to the 
service of taxpayers at outlying posts of duty. District commissioners should, 
however, review this phase of this assistance program for the purpose of effecting 
such improvements as may be possible. 

As soon as possible after next March 15, each district commissioner should 
submit a report on what was done to aid taxpayers and how well the program 
worked. Clippings of newspaper comment in the various revenue districts 
should accompany his report. 

Sincerely yours, 





’ 
{ssistant Commissioner. 


PROGKAM FOR ASSISTING TAXPAYERS DURING THE 1953 Fitina Periop 


MINIMUM REQUIREMENTS 
A. Information 


(1) Prominently marked information booths or desks must be located as near 
as possible to every entrance to an internal-revenue office which is likely to be 
used by taxpayers seeking guidance. 

(2) Appropriate directional signs must be erected. 

(3) A sufficient number of telephones or extensions should be set aside for 
exclusive handling of incoming calls relating to tax-return filing and such phones 
fully manned during all working hours. In addition each office must arrange 
for evening phone service to answer queries of persons who are working on their 
tax returns at home. The availability of phone services to taxpayers must be 
emphasized in announcements to press and radio. 

B. Taxpayer lines 

(1) Lines must be properly organized at all times on the basis of type of 
service required. The number of lines will vary as between districts. Among 
the classes of lines which may be used are the following: 

(a4) Requests for blank forms only: (0) Persons with tax returns filled out 
but who would like to have them checked; (c) Persons who have records but 
have not filled out a form; (d) Taxpayers who have ‘‘just one question” to ask; 
(e) Individuals with business records, which appear to be complex and time- 
consuming; and (f) Persons who have been requested to appear at the office 
in connection With a prior-year return. 

(2) No person should be permitted to join a line until he has checked with 
the information booth or desk in order to insure that he is joining the right 
line. Each line should be monitored by competent employees to make sure that 
all who enter it are properly placed. The monitors may be able to free many 
taxpayers of the necessity of standing in line by inquiring of each who enters 
the line as to his problem. 
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(3) Wherever lines form within the space occupied by revenue offices, chairs 
or benches must be provided to a reasonable extent. The line monitors should 
always be careful to see that the aged and infirm are provided with chairs or 
benches. 

(4) No person standing in line at the close of official hours should have the 
doors closed in his face. Appropriate overtime authorizations must be provided 
to take care of such Cases. 

(5) In those instances in which the lines extend outside of the building on 
public streets, the police should be notified and their cooperation sought in mak 
ing a frequent check to insure orderly formation and movement of such lines 


C. Office hours 

Because many taxpayers are unable, or find it costly in loss of pay, to come to 
the tax office during regular office hours, it will be the policy to maintain a 
skeleton force for each of the Saturdays during the filing period to the extent that 
allotment limitations permit. 

Each Director must determine the extent to which this policy can be observed 
by an examination of his allotment condition. In the event the budgetary lim 
tutions do not permit payment for Saturday work, then it is probable that volun 
teers may be found to work on Saturday for conipensatory time off on certain 
ether days. 

The good will to be engendered through opening a taux office to serve the cor 
venience of a taxpayer is so important that every effort should be made to work 
out such arrangements for a skeleton force on Saturday) 

Through a system of staggered lunch periods, or other means, eacl 
also insure the presence of an adequate staff in that period of the day normally 
given over to lunch. Many taxpayers use their own lunch period for visiting 
the revenue office and the discovery of a lunchtime shortage of help would creat 
unnecessary antagonism. 

As in the past, the office will be kept open until midnight on the last day for 


filing returns. 


1 office mus 


D. Refresher training 

All personnel to be assigned directly to the work of assisting taxpayers must be 
briefed on the requirements of the 1952 return in order that they will be pre 
pared to render proper assistance. 


E. Assignment of personnel 

The Collection Division of the Directors’ offices will have the primary re 
sponsibility for servicing the taxpayers who come in for the purpose of obtaining 
blank forms and for filing completed returns and making payments. 

The Audit Division will have the primary responsibility for answering tax 
payers’ questions and assisting them in the preparation of their returns. 

Complete coordination must be worked out by the Director in respect to the 
work of these two divisions in order that the taxpayer may easily and readily 
move from the desk of the revenue agent who assists in preparing the return to 
the cashier's cage for filing and making payment 

The order of assignment of personnel of the Audit Division to assist in return 
preparation will be as follows: First, office auditors; second, revenue agents of 
the Audit Branch physically located at the headquarters office; third, revenue 
agents of the Audit Branch on field-audit assignments; and fourth, revenue 
agents of the Delinquent Accounts and Returns Branch physically located at the 
headquarters office. 

The work of return examination of 1951 and prior years should be suspended 
to whatever extent necessary to free a sufficient number of revenue agents to 
assist in rendering promptly the help required by the taxpayers, 

Staffs assigned to the information booths and desks and as monitors of tax 
payer lines should, to the extent feasible, be female revenue agents assigned to 
office audit. Frequent rotation of those employees will tend to avoid the risk 
of normal irritation stemming from having to answer similar questions over and 
over again. 

F. Retention of copies 

Revenue agents and office auditors assisting taxpayers in the preparation of 
their returns should avail themselves, in a discreet manner, of the opportunity 
to help train the taxpayer in how to file returns by working with him in the 
preparation of the return. With this end in mind, the taxpayer should he 
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impressed with the importance of retaining a copy of the return so that he can 
use it as a guide in preparing the return for next year and thereby save himself 
the trouble and time required to stand in line each year. 
G. Official announcements 

Each director should, with the approval of the district commissioner, make 
public announcements from time to time of the plans which have been made and 
the types of service which he will render to assist the taxpayers in his district in 
the filing of their returns. Effort should be made to have these announcements 
carried in the press and by local radio and television stations. Each director 
should, of course, by personal attention and inspections, see that the execution 
of the plans conforms with his announcement. A copy of such announcemeents 
must be filed with the Information Office in Washington. 
H Space 

In addition to using space in the collection division, consideration should also 
be given to the possibility of using space in the audit division (formerly the 
office of the internal revenue agent in charge) of the director's, office for assisting 
taxpayers 


MEASURES USED SUCCESSFULLY BY SOME COLLECTORS WHICH MAY BE ADOPTED BY 
DIRECTORS AT THEIR OPTION 


A. Special rooms have been provided with tables for use by taxpayers who 
wish to make out their own returns after obtaining blank forms, or after having 
1 or 2 questions answered 

B. Arrangements have been made with large employers to assign revenue 
agents to their plants to aid those employees who desire assistance. 

C. Revenue agents have been located in banks or other establishments where 
taxpavers could conveniently contact them. 

LD. Developed arrangements with local schools to have revenue agents address 
the student body, with particular reference to those students who held part-time 
jobs or engaged in summer work. 

BE. Developed oversize tax-return form which could be used for instruction 
purposes and assembled 20 to 25 taxpayers at a time from the lines into 1 room 
where the revenue agents had the taxpayers enter their own information on their 
own returns by following the revenue agent as he explained how each line should 
be filled in 

F. Phone orders for supplies of blank returns were accepted and supplies 
mailed 

G. Evening office hours were arranged in those offices where the condition of 
the allotment permitted the payment of overtime 

H. Arrangements were made to hold classes to instruct representatives of 
business firms and such other large employers, in order that they can in turn 
assist in the preparation of returns of fellow employees. Local high schools and 
colleges have also been invited to send representatives who could then help 
faculty members and students, 


ESTIMATED COLLECTIONS ON WAGERING TAX 


Senator Dirksen. Mr. Commissioner, in that general field of collec- 
tions, what is the picture on the wagering tax now ? 

Of course, the Supreme Court has settled the constitutionality of 
the issue, and I see that last year, Commissioner Dunlap indicated 
they expected to collect on a base of about 300 million. 

The Joint Committee on Internal Revenue Taxation thought it 
would be about $400 million. So you have $100 million difference in 
the estimate. 

Commissioner Anprews. When you hear the figures you will fall 
off your chair, I am afraid. 

Actually, it is closer to $5 million. 

Senator Dirksen. Are you speaking of the tax, or the amount that 
is reported ? 

Commissioner ANprEws. For fiscal 1952, the amount produced by 
the stamp tax was $973,000. 
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The amount produced by the excise tax was $4,371,000, or a total of 
$5,345,000. 

Senator SauronsTraLt. As opposed to an estimate of $300 million. 

Commissioner ANpREws. The only estimate I ever heard until this 
morning was $400 million, at a cost of enforcement of $20 million. 

Let me complete the figure here. 

From July 1, 1953, to December 31, 1953, our total collections were 
$5,623,000, white h was just a little above the total for fiscal 1952. 

So you see we are improving there some. 

Now. you w ‘I remember that when the wagering tax was passed, the 
Bureau was not given any additional money to e nforce it. It had to be 
taken out of the funds already for enforcement of other tax sources. 


SIMPLIFIED SYSTEM PROPOSED 


Senator McCarrny. Mr. Andrews, you discussed the possibility 
which certainly is interesting here, before Senator Saltonstall came 
n, the possibility of working out a system whereby perhaps you can 
make it unnecessary for half the 33 million people who are now 
filing returns make it unnecessary for them to file and to collect the 
tax directly and make the refund directly. 

If you could work out such a system, how m: iny of the 54,000 em 
ployees that you now have would you be able to drop or shift to other, 
more important work ¢ 

Putting it another way, how many people are engaged in looking 
over those returns and checking them ¢ 

Commission Anprews. I don’t know whether we have gotten down 
to the point of figuring the number of people. We have not yet com- 
pleted that calculation, Senator. 

But I might say that, of course, that would not affect 1954. We 
could not possibly get that in this year 

And the chances are we cannot get it in next year because the plan 
is not yet at the point where I am willing to say to you that I am cer- 
tain it will work, and we cannot afford to go through with that until 
we are able to tell ourselves that. 

It will probably be 2 years before such a plan can be put in. 

But, of course, we are bound to save money by it, and by saving 
money, I mean saving personnel, because we don’t make a thing in the 
can We use people to render service, and if we can reduce the 
amount of service we render, then we have people we don’t need for 
the thing we are cut out to do, 


ANTICIPATED RETURN FROM NEW SYSTEM 


However, bearing in mind that we have such a tremendous amount 
of returns that we think should be examined, that are not now being 
examined, I would hope we could turn that money toward the auditing 
of returns so as to come close to the optimum number that we should 
be auditing, because I know, as I said yesterday, that we can produce 
$15 to $20 for every dollar we spend. 

You take, for instance, this year—maybe I should not say anything 
about this after yesterday—but the money which was cut out of our 
budget this year, if we could take that money and put it on enlarging 
the force, you can see what would happen. 
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FURTHER DISCUSSIONS OF WAGERING TAX 


Senator Dirksen. I did not quite finish with the wagering-tax item. 

Last year the Bureau asked for $20 million to enforce that, and I do 
not. believe the committee gave them any money for it. 

That is correct, is it not? 

Mr. WINKLE. Thi it is correct. 

Senator Dirksen. Now, there were high hopes, no doubt, as people 
survey generally the gambling industry, that here was a very fertile 
field for substantial revenues. You say that the total revenue from 
enforcement of the Wagering Act will only run about $5 million. 

Commissioner ANnprews. This year it is going to run in excess of 
that; just how much more, I am not sure. 

But it is certainly going to be, as you can see, a smal] fraction of 
what was originally estimated. 

Senator, let me say this: There undoubtedly is a tremendous amount 
of wagering activity that goes on that we never get any tax on. But we 
must remember that the people in that business, if you choose to cal] 
it that, are people who, for the most part, operate without the law, 
and in order for the Internal Revenue Bureau to do a real job on that, 
we would have to practically take the place of the local policemen. 

Now, don’t let’s kid ourselves about that. That is just a plain, simple 
fact. 

I am not surprised that we cannot get any money to enforce that tax. 

Any amount that you would have given them would probably have 
been insufficient. 

Senator Dirksen. Has a separate section been set up to monitor and 
collect and supervise that activity ¢ 

Commmissioner Andrews. Mr. Winkle, can you tell the Senator 
how you do that ¢ 


TYPES OF WAGERING TAX 


Mr. Winkte. Senator Dirksen, there are, as you know, two wager- 
ing taxes. One is the stamp tax and one is the 10-percent excise tax. 

The stamp tax is handled by the directors’ office, the collection 
division. 

The 10-percent excise-tax enforcement we have merged into our 
racket work so that it is handled by the intelligence agents. 

Under the rather broad concept that we have of “racketeer” for 
purposes of the racket work, anyone who would be liable for the 
wagering tax would be on the list, or should be on it, where it is as 
complete as we would like to make it. 


MERGING ENFORCEMENT AND AUDIT WORK 


So, consequently, we have merged the enforcement and audit work 
in connection with the wagering tax in with the enforcement and 
audit work on the income-tax returns of the same individuals. 

Senator Dirksen. Is there an estimate of how much money was 
devoted, through personnel and otherwise, to that operation as against 
the revenues? 

Mr. Winkie. Dr. Atkeson advises me it is about $2 million. 

Senator Dirksen. That is, you spent $2 million to collect $5 million ? 

Mr. Winkie. That is correct, sir. 
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DISCUSSION OF TERM “POLICY APPROACH” 


Senator McCietian. Mr. Commissioner, at the top of page 2, under 
the title of “Policy Approach,” you state : 

First, I have heard many complaints concerning the disposition of certain 
people in the Department and the Bureau to write regulations to obtain revenue 
results which were not clearly in accordance with the intent of the ‘Congress. 

Then you point out: 

Steps have already been taken to see that this is not done in the future, and 
is we find situations of this kind in existing regulations the necesssary cor 
rections will be made. 

I should like to ask you first whether you have already found that 
some of these many complaints were well justified ? 

Commissioner AnpRews. Yes, we have. 

Senator McCrettan. Do I understand from that statement that 
when you went into the Bureau you found a group set apart for the 
specific purpose of undertaking to write regulations to obtain revenues 
from the taxpayers that were not clearly within the intent of the 
Congress? 

Commissioner Anprews. No. That is not the way it happened. 
Rather it goes to the matter of general attitude on the part of the 
Bureau toward the enforcement of collection and the tendency to 
write into regulations legislation which Congress in some cases had 
even declined to grant. 

In other words, you can interpret the law in many different ways. 

We feel it ought to be interpreted in the light of legislative history 
so that the intent of Congress would be carried out with every dollar 
they intended to get and not one dollar they did not intend to get. 

This policy has been one of the first policies that I announced, that 
this administration will not seek to accomplish by regulation what 
Congress did not will it to do by legislation. 

Senator McCLetLtan. What Congress declined to do by legislation ? 

Commissioner ANDREws. Yes. 

We therefore propose to attack that problem on the basis that 
as fast as we find these situations we will amend the regulations and 
not add to the problem by making the same mistake ourselves. 

Senator McCuetian. I think that is very commendable. 

The point I was trying to make there is this: Apparently, from 
your statement here, it appeared that this was being done by design, 
that that was the policy of the past administration, to undertake to 
write regulations so as to substitute or implement those laws that 
Congress enacted to go beyond Congress, to extract revenues from 
the taxpayers. 

Commissioner ANprews. I did not indicate it was a matter of 
direct design, but rather a matter of philosophy and the implementa- 
tion of a philosophy which was contrary to the intent of Congress. 

Senator McCuei1an. I thought possibly we were having a change 
in policy, and you say now it is a change in philosophy. Is that 
what it is? 

Commissioner Anprews. It is both. 

Senator McCiettan. I think the change is commendable. 

Commissioner ANDrews. Thank you, sir. 
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ATTEMPTS AT ENFORCEMENT OF WAGERING TAX 


Senator McCarruy. Here is something that occurs to me. The 
Congress last year refused to appropriate any money to enforce the 
Wagering Act. Either rightly, or wrongly, we took that action, de- 
ciding not to make the Revenue Bureau a ‘police force. 

We find the Bureau used roughly $2 million to enforce the Wagering 
Act, used $2 million to collect $5 million. 

I understand that if you used the $2 million for enforcement agents 
in other fields, you feel that you could collect, roughly, about $15 
or $20 for each dollar spent. 

It would seem, therefore, that that $2 million might better be spent 
for agents in other fields. 

Commissioner Anprews. I agree with that. 

But, nevertheless, we have a law to enforce, and we just cannot lay 
down on the job completely. 

The Bureau has done the best it could with it, I think. It is not 
a highly productive field. 


SUGGESTED STATE OR LOCAL ENFORCEMENT 


Of course—and I do not raise this question as a matter of official 
suggestion now—there is a question involved, the fundamental ques- 
tion of whether this whole matter of wagering and the revenue from 
it, or the penalties for it, as the case may be, is not a matter for local 
and State enforcement rather than Federal enforcement. 

But as long as we have the law, we have to try to do the best we 
can with it. 

Senator McCarrny. I agree that it puts you in an unusual position 
when we pass a law levying a wagering tax, and then we give you 
no money to enforce the law. It puts you in a very unusual position. 

Commissioner ANpDrREws. It certainly does. 

Senator McCarrny. I assume this year we have not given you any 
money to enforce that law. 

Commissioner Anprews. No, sir. We just absorbed it. 

The Bureau figures, I imagine, sir, that when Congress said, “You 
don’t need any more money to enforce that law; you can enforce it 
with what vou have.” we just did the best we could do. 

Senator McCartuy. Woud it not be well, in view of the attitude on 
the part of Congress—as I say, whether it is right or wrong—would 
it not be well to take that $2 million you are spending to enforce the 
Wagering Act, which brings in not too much money, and shift that 
to some of your other activities, which are apparently much more 
productive insofar as income is concerned ? 

Commissioner ANprews. I would say it would be certainly much 
more producti ive. 

Senator McCarrny. T hope you will certainly consider that, because 
the Congress cannot criticize you for doing it when they say they will 
give you no money to enforce it. 

Commissioner ANDREws. T would regret to be in the position, Sena- 
tor, of coming here to Congress and saying, “Well, yes, we have a 
wagering law, but T am not doing anything to enforce it. 

Senator McCartny. T am just saving that in view of the fact that 
you got $5 million in return for spending $9 million, whereas if that $2 
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million were spent in other activities your return should normally be 
around $30 million or $40 million, according to your testimony yester- 
day, it would seem to be profitable to shift part of that $2 million, 
would it not ¢ 

CONSTITUTIONALITY OF LAW 


Commissioner ANDREwWs. It might be. 

But let’s look at this year from the st: andpoint of the year in which 
we will really find out what this w: agering tax has in it. That is for 
this reason: The Supreme Court just recently declared that act to be 
constitutional. As a result, we have held up many _ proceedings 
against violators of the law because we did not know whether we were 
voing to have it declared unconstitutional, or not. 

And now we are getting great batches of indictments. We had 1 
creat batch the other day, according to my recollection, in 1 com 
munity, of about 70 indictments. 

Another one, as I recall it, was about 10 in nearby communities that 
had been held up, and they were all released very suddenly. 

Maybe these fellows have decided that after we begin to put the heat 
on a little bit. now that the law has been declared constitutional, that 
they may think they had better come to the counter and pay up. 

It might be worthwhile at least this year tosee What happens. 

Senator McCarruy. It occurred to me at the time we passed the law 
that the thing is not normally the function of the Bureau of Internal 
Revenue. It is making of you a police force. 

I think it is a good idea if it will certainly break the back of organ 
ized gambling. Most of us voted for it, 1 suppose, not because it 
would produce a great deal of revenue, but that it would be one way 
to destroy the organized gambling, which is tied in with organized 
erime throughout the country. 

Does it not occur to you that you ought to have a separate depart- 
ment to act as this police force? We are charging to you a policing 
activity. 

Commissioner ANnprews. Do you mean something like we have 
now with alcohol and tobacco tax ¢ 

Senator McCarruy. Yes. 

Commissioner Anprews. That is a separate group that works only 
on those phases of our revenues. 

Unfortunately, it has had some bad things disclosed about it, but 
it has been generally an effective operation. 

Whether or not we would be justified, Senator, in setting up such 
an organization for the wagering tax, I would hesitate to say. 


POSSIBLE STRENGTHENING LEGISLATION 


Senator McCiettan. I was just going to ask Commissioner 


Andrews: 

Do you feel that the law should be strengthened in any way with 
respect to penalties or any other amendments that might aid in the 
enforcement of it? 

[ realize it might take you another year to get sufficient experience. 
That is what I was thinking. 

Commissioner ANprews. I believe a year from now I could give 
you a definite opinion. 
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Senator McCarrny. I have just one question. 

Actually, the more effectively you enforce this wagering tax, the 
less you will ultimately collect, I assume, because most of the wager- 
ing is done in violation of State laws, and if you do a thorough job the 
men from whom you collect will either be in jail or will ‘be out of 
business. So the more effectively you enforce the law, the less money 
vou will ultimately receive. 

Commissioner Anprews. That will be the objective. You will really 
have a performance if you ever accomplish that. 

Senator McCarruy. This is perhaps the only activity in which you 
are engaged which does not collect money. 

Commisioner Anprews. Yes. We work ourselves out of business. 

Senator Savronstaty. May I ask this question, Mr. Chairman, be- 
fore I leave? 

Senator McCartny. Yes. 


REASSIGNMENT OF PERSONNEL 


Senator Sauronstat.. Mr. Andrews, what it boils down to is this, 
sit not? Referring to the work of your department—with 1,705 less 
smployees than were asked for by the Truman budget, with 908 less 
emploness that was the average of the last fiscal year, you expect to 
shift vour en nployees around to different duties so that with that num- 

ber of employees, which amounts to 54,298, you expect to make ade 
quate collections—I use the word “adequate” rather than “perfect” 

nd with reasonable laws assigned to the enforcement of the Internal 
Revenue Bureau; is that a fair statement ? 

Commissioner ANprews. It is pretty nearly accurate. 

I would say that with this appropriation and the assignments of 
personnel such as are ocndiseaas lated by our budget as presented, we 
expect to get as much money as it is possible to get under the number 
of returns that we are able to examine with that force. After all, 
it isa matter of manpower. 

Whether we can examine 5 million returns, or 10 million returns, 
is almost entirely a question of how many people we have to do it with. 


ESTIMATED COLLECTIONS PER EMPLOYEE 


Senator Savronstatn. You never could have all the people you 
want to make a perfect job in collecting taxes. But for every addi- 
tional person that is given you, theoretically, if he is well selected he 
will collect a lot more than what he costs the Government in salaries; 
that is right, is it not? 

Commissioner ANprews. About 15 times. 

Senator Sanronstatt. So that what Mr. Humphrey and you are 
trying to do is to balance what you can reasonably do with the number 
of employees that you will have assigned to you under this budget, 
the amount of work that was given to you to do? 

Commissioner Anprews. That is right. 

What all this boils down to that you have on the green sheet in 
front of you is simply that by taking a close look at our entire oper- 
ation we have decided that we can reduce our overhead as indicated 
here and use an overall fewer number of people without reducing 
our enforcement group. 
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That means that the wider the gap between overhead and direct 
cost the more efficient we are. 

That does not mean, however, that we could not use more people 
in direct effort. We could. 


SUFFICIENCY OF APPROPRIATION 


Senator SavronstiLt, Mr. Humphrey gave you a pretty good 
writeup in his statement yeste ‘rday as to your business e xperience and 
your background as a pub lic and private man. 

Asa good businessman, as stated by Mr. Humphrey, do you think 
that you have an adequate amount of money in this re ‘vised budget, 
with the number of employees given you, to do as good a job as you 
think should be done by a good Collector of Internal Revenue 

Commissioner ANprews. That is almost impossible for me to an- 
swer because I know, Senator, that— 

Senator SauronstraLL. What I am trying to say is that you have 
a good reputation. And now do you have enough money and enough 
people, with the background that you have had as an accountant and 
businessman and everything else, to do as good a job as you can in 
collecting what is vital to the Government, the revenue ¢ 

Commissioner Anprews. Let’s put it this way: I have no quarrel! 
with the amount of money Mr. Humphrey decides would be allocated 
to us. 

But to answer your question correctly, I would have to tell you 
that I know I cannot do as good a job with the number of people 1 
have under this appropriation as I could if I had enough people to 
audit all the returns I think we ought to audit. 

Senator SavronsTaLu. Balanced out, then, you are reasonably sat- 
isfied; are you? 

Commissioner ANDRE Ws. I take this position : I have some military 
background. I am trying to be a goed soldier. I believe we can 
do as good a job as anybody can do with the amount of money we have 
been given. 

Senator Savronsratn. But you would dislike to see us cut you any 
more, would you ? 

Is it a ce se of being pennywise and pound foolish ? 

Commissioner Anprews. I believe if you go below this $266 million, 
then it simply means that we would have to go into our enforcement 
staff and reduce them. And that means loss of revenue. 

Let’s put it this way: We can maintain the revenue collections and 
probably improve them with greater efficiency than we are now get- 
ting with our present enforcement group. 

If you want us to take away any enforcement people—and_ any 
further cut would do that—then we would lose revenue in a ratio of 
about 15 to 1. 

Senator Sauronsraty. Thank you, Mr. Chairman. 


SELECTION OF PERSONNEL HAMPERED 


Senator McCarruy. There is one thing I would like to ask you 
when you come back this afternoon, Mr. Commissioner. 

Our Government Operations Committee, of which I am chairman, 
has been receiving a great number of comments from a number of new 
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people being put in charge of the various bureaus to the effect that 
if we reduced personnel in their particular departments, in cases where 
they agree you can reduce personnel, that their hands are pretty 
much tied. They cannot get rid of the most inefficient people under 
the present civil-service rules and regulations. They may have to 
keep on a lot of debris which they recognize is incompetent and may 
have to get rid of some very fine people. 

This afternoon at 2 o’clock I would like you to go into that in some 
detail. 

Commissioner ANprEws. I am glad you mentioned that, because 
that is one of our most serious problems. 

Right now we know we can make economies, but, after all, I am a 
human being, and I don’t want to make people suffer 

I just would state briefly right now that if we had to make a cut, 
for instance, in the Washington headquarters right now, we would 
lose not our people that we could best do without, but those that we 
could least do without due to the rules of preference and priority and 
that sort of thing. 

That is, frankly, a very serious problem throughout the Government. 

It not only applies to us, but to others. 

Senator McCarruy. As I view this picture and get into it more and 
more deeply, I often think that if I had to run my committee over there, 
run my office the way you are forced to run your department—in other 
words, if I were to economize I would have to drop off perhaps my 
most competent investigators and it would just wreck the operation 
of the committee. 

I do not see how you can run a good department unless we do some 
thing to provide that when we force you to, let us say, dispose of 1,000 
employees, unless we make it possible for you to od k out the most 
incompetent, you will not be able to function most efficiently. 

I hope we can come up with an answer to that as early as possible. 

Commissioner Anprews. Senator, I can tell you, as a professional 
businessman of now 42 years of experience, that if you have to run 
your business the way we have to run these departments you would 
not stay in business very long: you would be broke in a hurry. 

Senator McCarruy. The committee will recess now, to reconvene 
at 2 o'clock. 

(Thereupon, at 12 m., the subcommittee recessed, to reconvene at 2 
p. m., same day.) 

AFTERNOON SESSION 


DIFFICULTIES ENCOUNTERED IN REDUCTION IN) FORCE 


Senator McCarriry. The subcommittee will come to order. 

Mr. Andrews, in view of the fact we put your entire statement in 
the record, I thought you might like to go through it and pick out 
the parts that were not touched upon this morning in our questioning 
and ones which you think should be given any particular emphasis. 

Also T wish you would, either now or when you finish with your 
statement, give us a general picture, if you can, of the difficulties of 
your department so far as getting rid of the incompetent people and 
what will happen when we reduce your force by, we will say, one or 
two thousand people. I think it is 1,700 here. 
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I have had a vast number of comments from different men who 
have been taking over as you are taking over your department, and 
they say they can get along with less personnel—many of them do—but 
if we just reduce their personnel, they have no control over which 
ones must be removed. I assume you have that same problem affecting 
your department. I would like to have you touch on that in as much 
detail as you care to. I assume you would be interested in that, 
Senator Dirksen. 

Comnwssioner Anprews. I think I can probably cover the report, 
or the balance of the statement, fairly quickly. I will start on page 2 
and go right through here and check the things we have talked about. 
We have talked about regulations. I think I have made it clear what 
we propose to do about that. 


UNSETTLED TAX DISPUTES 


We have also discussed the difficulties that we have, but not in too 
much detail, regarding tax disputes settled. That is a matter of great 
concern to us. Frankly, the unsettled tax disputes are piling up 
along the line from the agent right straight tothe Tax Court. Frankly 
the present situation as to the Tax Court is that, if it keeps on, I do 
not know how they are going to function. Even now I am told that 
it takes them 2 or 3 years to get a case to trial, which is wrong, because, 
after all, every day of delay in settling a dispute means 6 percent 
interest for the taxpayer. That is not right. 

I think we should get our disputes disposed of just as rapidly as 
we can to minimize the interest effect upon the taxpayer and to give 
him peace of mind so that he knows where he can go and what he can 
do. That is particularly true in business where disputes arise over 
recurring facets of the business. If a man does not know where he 
stands, he does not know how to operate. 


POSSIBLE ADVANTAGES OF ESTABLISILMENT OF NEW DISTRICT OFFICES 


Senator McCarrny. What if any effect will the setting up of the 
new district offices have upon either speeding up or slowing down the 
handling of the cases / 

Commissioner Anprews. I think it ought to speed it up for the 
reason that the setup as we now have it provides for more opportunity 
in the real long run for informal, across-the-table negotiations and 
settlements on the basis of reasonableness as well as law as distin- 
guished from getting into a court, even the Tax Court, where law 
becomes the paramount question and not what two reasonable people 
can do in the way of give and take to arrive at a mutually agreeable 
decision. 

I think the principal reason for this pileup is to be found in the 
effect of recent disclosures on the willingness of the people in the 
appellate and even the field agents to make decisions. Those fellows 
have gotten to the point where they feel, “If I make a wrong de 
cision, somebody is going to give me a kick in the teeth and I will 
probably be dragged up to Congress and investigated and I will be 
embarrassed.” 

I have tried to impress upon these fellows we cannot operate on 
that basis. An honest man should have nothing to fear from 
investigation. 





















122 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


Senator Maynank. Mr. Chairman, we put the Banking and Cur 
rency Committee meeting off so that I thought I would come down 
here. 

Senator McCarruy. This forenoon I was supposed to have the 
record show Senator Maybank was not here. 

Senator Manank. I appreciated that. 

Senator McCarruy. I overlooked that this morning. So now we 
will show that Senator Maybank was tied up in Banking and 
Currency. . 

Commissioner Anprews. We think, therefore, this problem is 
largely psychological and we can do things and we are doing two 
things to get it straightened out. 


REVELATION OF NAMES OF PERSONS RECEIVING TAX REBATES 


Senator McCarruy. Senator Maybank, yesterday you asked for 
the names of those involved in tax rebates. 

Senator Maypank. That was only in keeping with your suggestion. 

Senator McCarruy. This morning we took that up and decided 
we should have that information. Mr. Atkeson informs us that if 
we were to get the entire list down to the $5 and $10 cases, it would 
be a tremendously long list. Here is what we tentatively agreed 
upon: To take all the cases involving more than $5,000. That would 
be about three-hundred-and-some cases. They are going to give us 
the names of the individuals, the amount of the rebate, the name of 
the lawyer or anyone else involved. 

In addition they are going to give us what is technically known as 
the rebate, the names and the amounts and where it was wiped off. 

Senator Maypank. I thought if we were going to have the amount 
of money rebated, at least we ought to know who the people were. I 
did not question Mr. Andrews or the Bureau as to what they did be- 
cause I do not know. Senator Williams has been investigating that 
quite extensively. 

I thought perhaps for the subcommittee to see a sum of money, $1 
million or $2 million, was rebated without any names that it would 
bring criticism upon us. I think youare absolutely right. It is ridicu- 
lous in regard to $5 and $10 cases. Some of those where rebated prob- 
ably saved money. 

Senator McCarrny I hope I made it clear this morning the fact 
we are asking for the list of the rebates does not indicate that we think 
any individual case was properly or improperly rebated. 

Senator Maysanx. I thought it would look rather amusing to have 
a million dollars rebated without anything connected with it. I think 
you did absolutely right to limit it to $5,000 because certainly a lawyer 
would not do much representing for $5 or $10. 















TOTAL REBATES 












Senator McCarruy. The testimony this morning, indicated, for your 
information, Senator, that approximately $9 million was rebated last 
year and approximately the same the year before. 

Senator Maynank. Your department rebates money to people who 
never even asked for it in the case of mistakes. I know that. 
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Seator McCarrny. I would rather not comment upon individual 
ses. I know there are some cases the committee will want further 
nformation on. Also for your information, Senator Maybank, be- 
cause you were concerned, Mr. Atkeson gave us the figure on the 
mount of the earnings of the foundations and charitable institutions. 

Senator Maypank. I donot know anything about those. 

Senator McCarrny. I thought you might want that figure. It was 
about $1,249 million last year. 

Senator Maypank. That is by the law? 

Senator McCarruy. Yes. 

Senator Maypank. We have tochange the law. I mean it is wrong 
and I would be willing to join you in changing the law, but I do not 
think the Bureau of Internal Revenue or the Treasury should be ques- 
tioned. That isa lot of money, $1 billion. 


FURTHER DISCUSSION OF SECRECY ON APPLICATIONS FOR TAX EXEMPTION 


Senator McCartruy. Another matter we went into was the question 
of the secrecy of the applications for tax exemption. 

Senator MAyBank. Secrecy ¢ 

Senator McCarrny. Yes. I have taken the position that a sizable 
number of these charitable organizations are not entitled to tax 
exemption under the law. This is not Mr. Andrews’ fault, but the 
Revenue Bureau was unwise in deciding that information should be 
kept secret. I think if John Jones sets up a charitable foundation— 
let’s assume it is for a good purpose—if he is entitled to a tax exemp- 
tion, good; but there is no reason why the general public should not 
know the purpose of the foundation. I may say Mr. Atkeson tells us 
they are making available the duplicate of the income-tax return. 
Members of the press say up to now they have been unable to get those, 
but I understand you are working toward making those available. 

Senator Maynank. There was always trouble there. 

Senator McCarrrny. I hope the Commissioner gives this some 
thought. This is not covered by law but by a ruling of the Bureau. I 
think he should seriously consider, although I am not asking for a 
commitment, making public all the applications for tax exemption. 
They are now secret. 

Commissioner Anprews. That is right. 

Senator Maysank. Why should it be secret for somebody to get a 
tax exemption ? 

Mr. SuGarmMan. Under the provisions of section 55 of the code the 
data as to income and expenses shown in connection with any tax 
return and the related documents. are to be held confidential, except 
under.order of the President or except as otherwise provided by the 
statute. 

Senator Maynank. For a tax reduction ? 

Senator McCartruy. A tax exemption. 

Senator MAyBank. It is all the same. 

Mr. Sucarman. That provision has been considered to cover all 
organizations and individuals that are subject to income tax. 
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AVAILABILITY OF INFORMATION ON RETURNS OF FOUNDATIONS 


Senator Maypank. How about the Red Cross? I donot mean any 
thing unkind. 

Mr. Sucarman. In connection with those organizations, the Con 
gress in 1950 put in a specific provision that the duplicate copies of 
their information returns are to be made available. They are now 
available. The question relates to the application for exemption. As 
the chairman has indicated, we are working on that. 

Senator MayBank. You can make the applic ation available but not 
the request for the application. That is the substance of it. 

Mr. Sucarman. The request for the application and the applica 
tion are the same thing. 

Senator Maynank. Why is that? To protect certain people? 

Mr. Sugarman. No. It is the fact that some sort of action, either 
an Executive order or legislation, would be required to make those 
public. The Department is working on that subject now. 

Senator McCarrny. I am inclined to think we have gone over that 
law rather carefully. 

Senator Maypank. I did not mean to interrupt. I appreciate your 
briefing me because of my absence this morning. The more pub 
licity you have to all these things, the better off you are going to be. 

Senator McCarrny. Mr. Andrews’ attitude has been certainly satis 
factory. His entire attitude is that the Congress should get all the 
information available. I realize under the law some information 
must be classified. I do think on the question of foundations that is 
very important, especially when you are dealing with a billion and a 
quarter dollars every year. I think any foundation which applies 
for tax exemption should not be at all reluctant to have the grounds 
on which they are making application, the purpose of the foundation, 
available not merely to a congressional committee but to the general 
press, and T hope we can work toward that. 

Commissioner Anprews. I was going to add one word. After all, 
those things are in the nature of public trusts. 

Senator Maypank. Certainly. Public money is public trust. 
FURTHER DISCUSSION OF RESOLUTION 


OF TAX DISPUTES 





Commissioner Anprews. We were discussing how we could speed 
up the resolution of tax disputes. I will not go back but pick up where 
I left off. 

The first thing we are trying to do is impress upon every person in 
the Bureau who has the power of discretion, and that goes pretty far 
down the line at least to the field agent. After all, as you gentlemen 
know, we are administering here, and I am talking prince ipally about 
an income-tax law, and you know that the determination of income 1s 
not subject to exact rules. 

Senator Maypank. For the record, when is the statute of limita- 
tions applicable / 

POLICY ON RESOLVING DISPUTES 







Commissioner AnprEews. I am not speaking of the statute of limi- 
tations; I am speaking now of the question of what is income, and 
that is always open to question because it is a matter of judgment very 
often. Our field agents are authorized to exercise judgment. We 
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re saying to those men first of all, * You have the power of discretion. 
Use it. We want you to use it. We want you to use it with reason- 
ibleness. We want you to avoid being puristic and so precise you can 
ever solve anything unless the law says so-and-so is so, Go ahead 
d make your decisions, resolve these disputes with taxpayers. Be 
easonable. Be willing to give and take. Be certain that when you 
) that we will defend you even if you are wrong, provided you are 
onest in reaching your decision.” 
Of course, we understand we would not tolerate anyone in any posi- 
tion Who made bad judgments more often than they made good judg 
ents. Waiving aside that which is purely a matter of management, 
r feeling is if these men can believe we mean it when we say that if 
ou make an honest mistake we are going to defend you as long as we 
we satisfied it is honest, we belie ve the Vv will then begin to step out and 
olve these things on the basis of what is reasonable as ee n ordi 
ry individuals without violating the law. That is No. 
When we do that we think that the whole process of Exell tween 
ixpayers will be speeded up. 
Last week we had our first meeting with our district commissioners 
0, as you know, have administrative authority over everybody in 
eir districts. We told them to go back home and to make a very 
ireful reexamination of all unsettled cases and to drag them out no 
itter what level they are at and get rid of the old ones and stop this 
siness of reconsidering and delaying from time to time and never 
vetting a decision made. We want decisions made at every possible 
evel. 


METHOD OF CHECKING TAX RETURNS 


Senator Maybank. Let me ask the chairman a question. I have 
eard mentioned the possible total of returns which are checked as 
igainst the number of total returns, which information you have said 

confidential. We do not want to cause trouble having a lot of 


people think they are not checked. Are you doing any better toward 
ecking more of the returns or just checking the same people every 
vear? That is what the chairman asked yesterday. 


Commissioner ANprews. If you remember, I did not say that it was 

‘ret. 

Senator MayBank. | used the wrong word. As I understood you to 
say, only 1 person out of 2 might be checked. 

Commissioner ANprews. ‘That is what I have in mind. People will 
take chances according to what they think their chances are. If it isa 
20 to 1 shot, they will take a chance quicker than if it is a 10 to 1 shot. 
(he process of checking is a selective one. Some people will get 
examined every year. 

Senator Maynank. Everybody ought to be examined, but you do not 
ave the funds and we could not appropriate enough funds to do it. 
Senator McCartuy. I might say for the benefit of the Commissioner 

during the last administration 1 was examined very carefully. 

Senator Maypank. I was part of the administration and I was 
checked. 

Commissioner AnpREws. People in that income bracket will be very 
arefully examined this year. No more so than anybody else, though. 

Senator Maypank. I would like to be. I have a bill up here to make 
it public. They can see mine. 
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) 
Commissioner ANprews. We divide tax returns into certain cate- | 
gories. 

Senator MaynanK. Any time we did not think the State was paid 
the right tax in our State—I will say that I never had any trouble 
when I was Governor having all the income-tax returns turned over 
to the chairman of the tax commission to have them double checked 
in 1938 and 1939. 

Commissioner Anprews. We have that coordination with the State 
government. We do what for auditing purposes amounts to dividing 
our tax returns into about 8 or 9 categories. Those categories are 
determined broadly on the basis of the likelihood of finding an error, 
the likelihood of a misstatement of income through error or intention. 
As you go up the ladder, we get in the upper prackets or categories of 
these returns to a point where we examine as many as 8314 percent 
of all the returns filed. So some people are bound to get examined 
every year. There is no question about it. 


KECTPROCAL ARRANGEMENT WITH STATES 


Senator Maysank. How many States have income-tax laws? | 
mean of the entire 48 States? 

Commissioner Anprews. There are about three-fourths of them; 
about 36, I think. 

Senator Maypank. Thirty-six States have an income-tax law. 
They are checked for you because you turn over to the chairman of 
the tax commission in whatever State it might be any records they 
want. 

Commissioner Anprews. If they request them. We have reciprocal! 
arrangements with the States. 

Senator Marpanx. I thought so. 

Commissioner Anprews. On the question of checking returns, we do 
check a very substantial number of those where there are many kinds 
of income or several kinds of income and many kinds of deductions. 
Going on down to the simplest return, we check a relatively few. | 
believe I have pretty well covered what we are trying to do with the 
cases of tax disputes, trying to do to speed up the process and get these 
disputes on a current basis. 

Again I want to see that curve of unsettled cases start down. When 
we get to that point we know that we are turning out more work than 
the raw material we are getting in that particular year. We think that 
is an essential part of our program. We have to concentrate on it. 
Otherwise, we will have nothing but disputes. 


CASES CITED 


Senator McCarruy. I have in my hand a speech made by Senator 
Williams on the Senate floor. I do not fully understand the chart 
here. Take, for example, where you have a case concerning John L. 
Boitano, $521,000 unsettled claim settled for $100, and then I find 
after the name the Chief Counsel or the Commission’s secretary, Wen- 


chel and Kennedy. Is that the name of the Commissioner or the 
attorney ? 
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ate Commissioner Anprews. Is that the California case you are talking 
bout ¢ 
raid Senator McCarruy. There are a number of cases there. 
able | Commissioner ANpREws. Yes; that is Petaluma, Calif. I can tell 
Ver ou about that case. 
ked Senator McCarrny. Is that name Wenchel the name of a law firm ¢ 
Commissioner ANprEws. He was probably Chief Counsel of the 
tate Bureau. 
ing Mr. Winxte. Wenchel was Chief Counsel of the Bureau. Kennedy 
ar is — Deputy Commissioner of the Alcohol Tax Unit. They 
ror, vere both Bureau people. 
on Commissioner ANprEews. This man Boitano was a moonshiner. I 
sof in give you the whole story of that. It will only take a moment. 
e John L. Boitano and five others were convicted of a conspiracy to 
1e perate an illicit distillery in California. The violation occurred 


tween 1933 and 1937. Boitano was sentenced to serve a term of 2 
ears in the Federal penitentiary and apace $10,000. Taxes were 


ssessed against him in the amount of $521,601.40. This tax was 
etermined by ascertaining the total amount of sugar alleged to have 
[ | een purchased by the codefendant, Charles Garzoli. 
Senator McCarruy. You did not know how much liquor he had 
m; bootlegged so you had to determine the amount of sugar that he 
bought and then the amount of whisky he produced / 
W. Commissioner ANprews. That is right. Charles Garzoli, between 
of 1933 and 1937, estimating from the amount of proof gallons of 
ey ilcohol that could have been manufactured from the sugar purchased, 


as determined to have made so much. This was an estimate made 
"a ifter a hearing in the collector’s office in 1941, and it was determined 
there was some doubt as to whether Boitano was a part of the still 

that he was charged with being an owner of. 


lo Senator Mayspank. Most of the stills were in that neighborhood ¢ 

Is Commissioner ANprRews. Yes, sir; in California. He was liable 

is for only a small part of the total assessment and he did not appear 

I to possess any assets. Like most bootleggers, it is “easy come, easy 
ro.’ Maybe it does not come so easy, though. He did not have any- 


thing. ‘They could not find any assets. 
SCHLITZ BREWING CO. CASE 


Senator McCarruy. I have gotten a tremendous amount of mail 
from my State on the Schlitz Brewing Co. Senator Williams put that 
nthe record. Is that a $625,000 case ? 

Commissioner Anprews. I can tell you about that. That is a very 
imple case. It will only take a moment to read you that. 

Senator Mayspank. These have been tax cases? 


r Commissioner ANprews. Some of these things are penalties for vio- 
t lations of the alcohol-tax laws. Remember that a simple violation 
‘ uch as refilling a bottle the second time carries a pretty stiff penalty. 
Failure to make an entry on the record may carry a penalty of $200. 

You can add up a tremendous sum of money for pure violation of 
regulations as against a tax assessment. 


Senator MayBank. Those are not tax assessments, $675,000, or the 
figure that Senator McCarthy mentioned. 
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Senator McCarrny. Let me correct the record on the Schlitz case. 
The figure was $261,189; settlement, $4,225. 

I hate to impose upon the time of the other members of the com 
mittee, but this being from my State I have gotten unlimited mail 
regarding it. I have been unable to answer it. 

Commissioner Anprews. Here is the story—I think you will see 
very quickly what is involved: There was not a tax of $261,000. It |7 
was only $4,223. 

The investigation disclosed this brewery, Joseph Schlitz, had 
shipped some beer in oversized half barrels. These half barrels had 
a rated capacity of 1514 gallons. Under the regulations, the brewer 
was allowed a tolerance of 1 quart for wooden half barrels and a pint 
for metal half barrels. The calculation is made on the basis of the 
test of available kegs, and that indicated that 45 percent of the half 
barrel kegs had a capacity of 1 quart in excess of the tolerance, and | 
under section 3150 of the Internal Revenue Code a barrel with a | 
capacity in excess of 1514 gallons is to be considered as a whole barrel | 
for taxing purposes. 

Hence, in computing the number of oversized barrels used, consider 
ing each one as a full barrel instead of a half, it was estimated there 
was an additional tax liability of $261,189. That was correct. The 
law says that is what it is to be. However, since the actual number 
of used barrels could not be determined, this amount was not assessed. 

It was also determined that the oversize of the kegs was due to 
manufacturing difficulties and there was no apparent intent on the 
part of the brewery to defraud the Government. The only thing the 
brewery was guilty of was failure to inspect their barrels. Hence, the 
brewery was charged with a tax liability of some $4,223, which repre- 
sented the tax on the estimated capacity of the beer actually shipped 
with the tax not paid. 

As indicated above, the figure $261,189 was not assessed but was 
merely used as a basis for negotiation in settlement. 





INTERPRETATION OF RULES AND REGULATIONS 









Senator Dirksen. That raises, in my judgment, a very interesting 
qnestinn. The technical interpretation of all the rules and regulations 
is, after all, strictly in the hands of the Bureau. 

‘Commissioner Anprews. That is correct. 

Senator Dirksen. It seems to me the utmost of caution ought to be 
exercised in a case of that kind because I can see how unmerited pub- 
licity in a case like that can do grave injustice and great damage to 
- goodwill that a company has built up over a long period of time. 

I do not know anything about the Schlitz Brewing Co. exe ept by name, 
but I assume from the long period of time they have been in business 
that they must be rather reliable people, just as one assumes that Pabst 
or Miller High Life or these other competitors are good people. They 

ean unw ittingly be injured in their goodwill and damaged very 
severely and lose a great deal of customers. 

So the question is, What cautions can be exercised to make sure that 
when any part of that information is revealed to the Bureau it is so 
scrupulous about making sure the whole fact gets to the public and to 
any other interested party, ineluding the Congress? 

















rO 
1e 
le 


le 


TREASURY AND POST OFFICE APPROPRIATIONS, 1954 129 


I think it is fair to assume from your recital in no circumstances 
did they actually mark it in full barrels for which technically they 
could have been taxed. 

Commissioner Anpkews. But the law said anything over 1514 gal- 
lons was a full barrel. Therefore, this was the basis for negotiation 
for settlement. 

Senator Dirksen. So the maximum violation was 1 quart over a half 
of a barrel ¢ 

Commissioner ANDREWS. One-sixtieth. 

Senator Dirksen. I fancy as this is disclosed in the press the quick 
reader gets the idea, “Look, they have been trying to defraud the 
Government.” I think that great care has to be exercised. 


POLICY REGARDING BREWERS AND DISTILLERS 


Commissioner ANprews. That is why I feel that when we disclose— 
and these settlements are open to inspection by anybody who wants 
to look at them—but when we disclose these settlements it will be our 
policy to have a brief explanation of the reason for the settlement. 

No. 2, it will be the policy of this administration to construe the 
law with this fundamental philosophy in mind. Congress never in 
tended the revenue laws to work an unjust hardship on anyone. We 
will proceed accordingly. 

No. 3, in the case of the whisky business and the brewing business 
and distilling, that is a business which, rightly or wrongly, the Con 
gress of the United States, in session after session, for a long period 
of time, ever since it was brought under Federal control, has, for 
good reason apparently, been under the very strictest regulation. 
Therefore, I think I would be less than frank if I did not say to you 
that since the brewers and the distillers know they are under strict 

regulation I intend to hold them to a very strict accountability under 

those regulations. I do not intend to make pussyfooting ¢ ompromises 
with them when they know the law. If they violate the law, my posi- 
tion is they do it knowingly because they are supposed to build their 
organization and operate their businesses in such a way they will not 
violate. I am not going to be one to recommend nominal settlements 
for violations that Congress obviously intended should not happen. 
Does that strike you as reasonable ¢ 

Senator Dirksen. I think so. Take in the instant case. I suppose 
at the time any statement emanating from the Bureau on this matter, 
doubtless whoever made the inspection was informed that they were 
having some manufacturing difficulties as to the barrels, that they ran 
a bit oversize. I think those are all circumstances that the taxpayer 
is entitled to have advanced to show how he got into this difficulty, 
unless there was evidence of bad faith. Then the whole thing falls. 

Commissioner ANprEws. I take the position in the Schlitz Brewing 
case I would not have approved a settlement of $4,223 for this reason: 
I say that the Schlitz Brewing Co. ought to be so set up that they 
know their barrels are oversize. I would have made that penalty 
sufficiently heavy so that in the future things like that would not 
happen. 
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FURTHER DISCUSSION OF SCHLITZ BREWERY 


Senator Dirksen. In what year did this happen? 
Senator Mayzanx. I do not understand how a big company like 
that could let that happen. 
Senator Dirksen. Well, let’s find out when this happened. 
Senator Maynanx. How many barrels did you say they shipped / 
15.000 ? 
Commissioner Anprews. They could not exactly determine. You 
can figure that out mathematically. 
Senator Dirksen. In what year did this violation take place ¢ 
Commissioner Anprews. It does not show that here on this paper. 
We could supply that information. 
Senator Dirksen. Do you have any opinion as to the year? 
Senator McCarruy. Are you talking about the S hlitz case? 
Senator Dirksen. Yes. 
Senator McCarruy. The years involved are 1942 and 1943. 
Senator Dirksen. In 1942 and 1943 we were at war. You know 
what the difficulties were on the part of the processors to get material. 
| know the difficulties they had in getting white oak for the distillery 
business. My State is probably as large an operator in the distillery 
field asany. But I know they used to get half frantic. Anbody knows 
the difficulties the breweries had in those days in regard to getting a 
keg lined can. They had to come down and fight the War Production 
Board. 
[ just recite it because it came in the war period, 1942-43, when the 
fficulties probably were at their very height. So here are circum- 
tances with which I think we ought to adopt a rule of reason in the 
Ise. 
Commissioner Anprews. That is the point. That comes under the 
heading of what is reasonable and just in the particular circum- 
tances. I do not think anyone has to defend anything he does when 
le acts with reason and justice. In that case maybe some easing of 
the thing should have occurred. But nevertheless I think the brewi ing 
and distilling business ought to operate in strict accordance with 
the law. 
Senator Dirxsen. I think they do in the main, the reliable people 
in the industry. 
CASE 


OF SPECIFIC VIOLATION 






Senator Maysanx. I want to get squared away on what we have 
done. On these things I understood Mr. Andrews said i they would 
make them public. What about these other cases the Commissioner 
spoke about? 

Senator Dirksen. Those were bottle refills, I believe. 

Commissioner Anprews. It is against the law to fill a bottle the 
second time. 

Senator Maysank. But I meant the ones who did it. Are they 
going to be made public? You suggested this be given to the public. 
1 did not know how far it went. I am in favor of it. 

Senator McCartuy. I assume Mr. Andrews would have no right 
to make it public. This committee could take any one of those cases 
and make the facts public if it was aggravated. That was one of the 
reasons why I was personally very unhappy when Senator Williams 
was not given a free hand to operate on some of these matters. 
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Senator Maysank. I have a high regard for Senator Williams. 

Senator McCarruy. I do not think Mr. Andrews has any discus- 
sion on that. 

Commissioner ANnprRews. That is right. That is a matter under 
study as to how it can be made public. 

Senator Maypank. Not only do you fill the bottles with the whisky 
which is stamped, but a lot of people use those bottles to get around 

e tax unit and make some other whisky to put in it, is that right? 

Commissioner Anprews. That is right. 


CASE INVOLVING BOOTLEGGING 


Senator McCarruy. One of the committee members who is not 
here requested that I ask you for an explanation of this case which 
Senator Williams discussed involving bootlegging also. The figure 

$578,000. Would you read that? 

Commissioner ANprREws. I will read the figures. 

Senator McCarruy. It involves an assessment of $678,070.11. The 
ipproval date is January 25, 1944, to March 18, 1948. It is settled for 
2 total of about $5,000. 

Commissioner ANDREWS. Here is the story on that. 

Senator McCarruy. I think the record should be clear. This was 
long before your time. 


ADDITIONAL CASES CITED 


Commissioner ANprews. All of these things were before my time. 
Fortunately I do not have to answer for them. 

Here isa case of Burton W. Beidelman, Minneapolis, Minn. These 
persons, together with La Pompadour, Inc., were charged with the 
diversion of specially denatured alcohol to beverage purposes. La 
Pompadour, Inc., was engaged in the manufacture of cosmetics and 
toilet preparations. These diversions extended from approximately 
1927 to 1936. The tax was estimated on the basis of the quantity of 
alcohol used by La Pompadour, Inc., in the manufacture of its 
ponte and from statements of truck drivers who transported some 

f the aleohol. As near as can be determined from the file, the as- 
sessment appears to have been fairly accurate and to have been jus 
tified by the evidence in the case, The tax, however, was based upon 
diversion prior to the repeal of the National Prohibition Act and the 
acceptance of the offer appears to have been based mainly upon the 
recommendations and findings of the collector as to the abilities of 
the parties to pay more. 

The Commissioner is required, by section 3640 of the Internal 
Revenue Code, “to make inquiries, determinations and assessments 
of all penalties imposed by law.” The amount of the assessment is 
derived by application of the law which imposes a rate of tax ac cord- 
ing to the facts of the particular case. Hence the assessment process is 
a matter of administrative discretion and judgment. In the above- 
described cases there is no evidence that the determinations were false 
or unjustified. Even in the Boitano case which we spoke of a moment 
ago where the assessment was based upon the calculated production, 
three large illicit distilleries were seized. The operations extended 
over a period of 4 or 5 years. 
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In the Watkins case, which is another we have not discussed, the 
amount, that probably would have been assessed if an assessment had 
been made was less than the amount collected. In each case where a 
determination was made there appears to have been substantial evi 
dence to support such determination. 

It. will also appear that no taxpayer was prejudiced by an assessment 
in any of these cases. The amount of the assessment is not determined 
according to the ability of the taxpayer to pay but by an application 
of the law to the facts. That is an assessment. Hence it is inevitable 
that in many cases there will be a great discrepancy between the 
amount of the assessment and the amount actually collected. This is 
particularly true of illicit manufacturing cases. 

In 1936 the Aleohol Tax Unit recommended that a then pending bill, 
H. R. 9185, be amended to authorize the Commissioner of Internal 
Revenue to omit the making of assessments of taxes on distilled spirits, 
wine, or fermented liquors required to be paid by persons producing 
such products whenever it should appear, after investigation, that 
snch taxes, if assessed, would not be collectible in full or in any sub- 
stantial amount. 

This recommendation was designed to eliminate the necessity of 
placing on the assessment rolls and then abate or striking from the 
rolls a large number of uncollectible assessments against law violators, 
However, the Congress did not see fit to adopt the suggestion. In the 
absence of such authority the most that the Bureau can do in such 
cases is to determine in the exercise of discretion the amount that 
reasonably may be assessed and then when the full amount cannot be 
collected. to endeavor through the compromise procedure, to get the 
inost the taxpaver’s circumstances will permit him to pay. 

Senator Maypanx. AsT see that record, and I do not know anything 
about it except what we read, and with my deep appreciation for the 
job this committee wants to do, and particularly the chairman. to clean 
this thing up, this goes back to the prohibition days of 1927. How 
could you collect from a bunch of bootleggers and crooks and hoodlums 
around that time? TI can see some justification in regard to that, be- 
cause IT had to contend with them down South. 

Senator McCartny. I am rather curious about a case when there is 

failure to pay $678,000, apparently a deliberate failure, and IT am 
curious to know why that would not be submitted to the grand jury. 
We do not have any statement of whether there was criminal prosecu- 
tion or not. There might have been 

Senator Maynank. That is about the only thing you could do and 
bring prosecution against the people. 

Senator McCarrny. It is rather difficult with the facts we have 
before us and it would be impossible for Mr. Andrews to know wheth- 
er this settlementis justified or not. 

Senator Maynanx. I did not suggest anything was justified. That 
particular case there that Mr. Andrews read goes back to 1927. 

Senator McCarrny. The reason I asked for an explanation is, I do 
not know enough about it to even discuss it, but we do know that as 
late as 1948 there was a valid claim for $678,000. If the individuals 
were only worth $1,000 apiece, it perhaps was good business to take 
the thousand dollars. But I would be curious to know why there was 
not criminal prosecution in this case. Certainly the bootleggers were 
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not deserving of any sympathy; they had the $678,000 at some time 
ind did not pay it. 

Senator Maypank. If they follow your advice and make these 
things public where the people back home would know, we would be 
better off. , 

QUESTION OF PROSECUTION DIFFICULTIES 


Senator Dirksen. When these cases are finally set up in the Bureau 
there comes a point in the proceeding where you then message them 
over to the Tax Division in the Department of Justice. You message 
over only the criminal part of the case, or the civil part also? 

Commissioner ANpREws. The criminal case goes to the Department 
of Justice. Under the present policy we withhold civil proceedings 
until the criminal proceeding has been determined. Frankly, 1 am 
not sure that is a good policy. I am investigating that. 

We may decide we should get our money and let the prosecution take 
ts own course. You can see what we would be up against on that. 
You take even an income-tax violation. A man might be a rank and 
confessed evader of taxes. He may have concocted a very carefully 
worked out scheme to avoid taxes such as is so often the case. If that 
fellow walks up and pays his taxes and penalties before he is prose- 
cuted and goes before a jury, particularly if he has been previously 
an upstanding citizen and somebody gets ‘up—his preacher says he is 
one of the greatest fellows in the world. So it is sometimes hard to 
prosecute them. 

don’t know whether that is a good policy or not. Whether we 
should have them in jail in preference to having their money, I mean. 
My own personal feeling is that I would like to see every one of them 
in jail and for a good long period of time. 

Unfortunately 1 don’t have them here with me, but I get the records 
of indictments and convictions for violation of the income-tax law. 
wonder what is happening here when I see some of these fellows, 
hardened criminals in many cases, ge tting off with light sentences, and 
those often suspended, and light fines, “when our ‘people’s sons are 
dying in Korea to preserve the freedom that even those criminals 
enjoy. 

Senator Dirxsen. Lagree. 


DONALD TYDINGS CASE CITED 


Senator McCarrny. I have been requested to ask you if you could 
tell us what has happened to the Donald Tydings case. 
Commissioner Anprews. I don’t know what has happened to the 


case, but we fired him. 


Senator McCarruy. So he is no longer working for the Bureau? 

Commissioner ANprews. He was separated. That case was under 
investigation when the hearing came up here before the Kean com- 
mittee. I had to make a decision at that time whether we would com- 
plete our own investigation and act on what we found or whether just 
what had appeared in the newspapers we would act then. I thought 
it was the better part of wisdom to let our own examination and in- 
vestigation proceed. Then on the basis of the facts that showed take 
the necessary action. Our action was to separate him from the service. 

Senator Dirksen. He was a civil-service employee ? 
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Commissioner ANprEws. Yes, sir. 

Senator Dirksen. You have full authority to do so? 

Commissioner Anprews. I have authority to reeommend the separa 
tion and the Secretary has to approve it, but approval was granted in 
that case, I believe. AS far as I know he has not appealed. 


AUTHORITY TO APPEAL 


Senator Dirksen. He does have authority ? 

Mr. Winkte. He is a veteran and he can appeal to the Civil Service 
Commission. 

Senator Dmxksen. No appeal has been filed / | 

Mr. Winkie. No: so.far as I know. 

Senator Dirksen. What is the time limit on the appeal ? 

Mr. Winkte. That, sir, I don’t recall. I am informed it is 10 days 

Commissioner Anprews. He hasn’t appealed. It is all over, then. 


PERSONNEL RETENTION DIFFICULTY 


Senator McCarruy. Would you care to give us your thoughts on 
this budget before the Appropriations Committee at the present time 
that calls for 1,705 people less in your department than original) 
asked for? If we t: ao action to cut your budget so you will have to 
discharge, we will say a thousand people or 500, will you tell us what 
difficulty you would have in getting rid of the least desirable and 
keeping on the more desirable employees, as to what extent the civil 
service rules and regulations will tie your hands ¢ 

Commissioner ANprews. Mr. Chairman, I have been in the Govern- 
ment several times. This is the second time in a full-time administra 
tive position other than when I was in the military service. I confess 
that the civil-service laws, and all the philosophy behind it is still a 
great puzzle tome. All I know is that my people tell me that I want 
to release a thousand people, that I am not going to be able to release 
people I would want to release; that is, those who are less competent, 
but I am going to have to release on the basis of the shortest term of 
service and thereby be stuck with people who are unable to do the job 
that is expected of them. 

Bear this in mind: The Treasury Department and the Revenue Bu 
reau are what we call a stable organization. We are always going to 
have taxes so there is always going to be a revenue department, | 
imagine. Consequently, when a person goes to work in the Treasury 
Department, if he keeps his record clean and behaves himself well, he 

can figure on staying there the rest of his life and getting automati: 
ouaniiiinie in salary and grade and finally come out at the end with a 
good rating and pension. Therefore, the turnover in the Bureau has 
not been what it has been in other agencies that are not so permanent 
in their nature. 

Consequently, we have an alarmingly high age bracket for our entire 
group of employees. I really don’t know what it is because it hasn't 
been presented yet. I know it isextremely high. I don’t know whether 
I really want to know because frankly if I were put tomorrow to the 
necessity of having to cut off a thousand people, there would be no 
way in the world I could do that, except to let the best people I have 
go, find some way to terminate a lot of people who probably need their 
job very badly. It is a matter of human relations which enters into it. 
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QUALIFICATIONS OF PERSONNEL 


Senator Maypank. Mr. Andrews, what are the majority of the 
people who work for you? Do they have a knowledge of bookkeeping, 
of auditing, or what would be their main knowledge? ? Lamnot talking 
bout the ones who check these returns Senator McCarthy referred 
to who might be laid off. 

Commissioner ANprews. We have all kinds of people in our setup. 
[he principal classifications we have are people with accounting 
und/or legal knowledge, technical people. There are a great many 
clerks of one kind or another. 

Senator Maysank. Do most of them have to have a legal back- 
ground in law insofar as Treasury law is concerned, and auditing? Is 
that night 

Commissioner AnDrews. That is right. 

Senator Maypank. Is it a fact they are awful hard to get, capable 
people of that kind? I was told that when we increased the number 
of internal revenue collectors that you had when Mr. Wiggins was up 
here. He came here for a dollar a year and had some part to do with 
it. He told me it was difficult to get the right kind of personnel. 

Commissioner ANprEws. I can give you almost the same answer Mr. 
Wiggins did. 

Senator Maypanx. I do not mean to talk about a fellow from home. 
He is the head of the Atlantic Coastline Railroad. He told me it was 
difficult to get the type of men you want. 

Commissioner ANprEws. I would like to state my views in modifica- 
tion of his. I know as a matter of experience in organizing the Cor- 
poration Audit Division of the General Accounting Office which re- 
quired 100 percent skilled people with very few exceptions, that when 
you have a service organized on the basis of a strict merit system, you 
can get the people and you cannot get them any other way. After 
you have them you have to do something else. That we will come 
to later. 

ON-THE-JOB TRAINING 


You have got to have an in-service training program that enables 
these people to get more and more training in the jobs ahead so they 
will get merit increases and real outst: unding accomplishment will be 
rewarded. 

If you could go out tomorrow, if I could go tomorrow to the col- 
leges and universities of America and say, “Now beginning today we 

‘an give your graduates as good a sh: ike as they can get any wher re in 
recognition of outstanding merit and in a real career service,” I will 
cuarantee to you that I could skim off the first 15 percent of any col- 
lege or university campus in America the best men they have. 

Senator Mayspank. You cannot do that. 


POSSIBLE SEPARATION OF BUREAU OF INTERNAL REVENUE FROM TREASURY 
DEPARTMENT 


Senator Dirksen. Mr. Commissioner, some years ago after we had 
gotten through with the hearings on the Treasury bill, and I think Mr. 
Atkeson will remember those days, I suggested—and for all I know 
may have been introduced—a bill in the House to set up the Bureau of 
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Internal Revenue as an independent agency of Government and di 
vorce it from the Treasury Department. 

Such a bill is pending in the Senate at the present time and was 
introduced by Senator Case of South Dakota. If that were done and 
you could set up your own career service and your own system simila: 
to what prevails in the TVA and the Atomic Energy Commission, 
would not that be the answer to the very problem you state at the 
present time ? 

Commissioner ANnprews. Let’s split that in half. You set up two 
rs if that were done and if we could set up our own caree1 

stem. Eliminate the first and say if you could set up your own 
career jobs, could you get the people, and the answer is “Yes.” 

As to your first condition, let me say this out of an abundance of 
experience in private business and public administration. I go back 
to about 1756 to a man by the name of Pope who made a very wise 
statement. He said, “For forms of government let fools contest ; 
whate’er is best administered is best.” 

It depends on the kind of people you have to run your business. 
I can operate the Treasury Department, the Bureau, or anybody else 
that wants to really do an honest job without any difficulty whatsoever 
under any kind of an organization. I do not care what kind of blocks 
you have up there, where this fellow falls or that fellow. Give me 
the people and I will do the job. 

Senator Dirksen. The Bureau is a kind of mechanical agency whose 
main function is to collect the revenue. I know of no partic ular reason 
why it should be in the Treasury any more than the Coast Guard 
should be, except to run down some of those who were evading taxes 
and customs. But it always seemed to me just a little odd that an 
agency of that kind was stuck in the Treasury Department because 
my concept of Treasury is different. 

‘Commissioner Anprews. Sometime I would be very glad to tell 
you privately how T feel about that, but right here I am not an empire 
builder. 

Senator Dirksen. Nor will I press for an answer. 

Senator McCarrny. I do not think I have any more questions. 

Do you want to cover anything else ? 


PLANNING AND RESEARCH DIVISION 


Commissioner ANnprews. Yes, sir. I have 1 or 2 other things. | 
think I expressed myself this morning on my present attitude toward 
reorganization. That is point 3 in the policy statement. 

Point 4 is a matter of people who do not file any tax returns. We 
talked about that. 

Point 5 is a question of getting rid of these lines of taxpayers. We 
talked about that. 

We have talked about cooperation between the Bureau and the 
appropriate committees of Congress. There is one thing I would like 
to say in the matter of policy I haven’t touched on. That is the im- 
portance of our Pl: unning and Research Division. We feel very frankly 
that an organization as large and as extensive as this one is under 
just as much need for thorough research and advance planning as any 
big corporation. There are not many corporations in America that 
operate a bigger business than we do. 


ccc 
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Therefore, I am elevating our research and planning to a position 
of greater importance in the organization on the theory that it will 
pay big dividends in more efficient operation in the future and better 
return “of income. We are going to get out our regulations more 
promptly. We are getting up to date on that now. We are going to 
institute, as I indicated awhile ago, a thoroughgoing training program 
so we will give the people in our organization an opportunity to 
advance and qualify themselves for positions ahead. We think that, 
too, is an extremely important thing. 


INSPECTION WORK 


For the first time this year our inspection work, the group that ex 
ainines our offices, goes into the investigation of character of appli- 
cants and into questions of bad conduct on the part of employees 
we are putting our full support behind that because we feel we have 
got to have an organization that is not only on its toes but inherently 
honest. 

Senator McCarrny. That is one of the big problems, to bring the 
Bureau back into the position which it once held so it does have the 
respect. of the American people. 

Commissioner ANprews. I think we are doing that. Iam beginning 
to get letters now from people who are reporting a new attitude on 
the part of our people throughout the country. I think our people 
are really trying to be more reasonable toward the public and to meet 
them with the proper atitude. We are certainly working very hard 
on that. I think that about covers everything. 

It could be concluded with this summary: The specific projects we 
are already engaged in and some of them we will go along with in 
order to improve the service, increased emphasis on training, more 
careful selection of supervisory personnel, a further decentralization 
of working authority, more intensive operational audits by the in- 
spection service, a tighter liaison between headquarters and the field. 

I am going to visit every office we have during the course of this 
year and get acquainted with the people. We will have other mem- 
bers of my staff to do the same thing. You know the old Marine 
Corps policy if you were under a general like I was. He said every 
staff officer had to visit every unit in the outfit every month, and | 
covered a million miles of ocean to do that. 

We must have more effective leadership to try to improve the morale 
of the employees of the Bureau and the confidence of the public in us 
so we will never treat anyone differently from what we treat everybody 
else. 

PERSONNEL SITUATION 


Senator McCarruy. The revised budget calls for 54,297 people in 
the Department. Does this mean you will be discharging people or 
do you have more or Jess than that figure in the Department as of 
today / 

Commissioner Anprews. Our present number is 54,810 people as 
of the end of February. The budget contemplates 54,297.7 man-years. 

Senator McCarruy. If we adopt this revised budget, it will mean 
getting rid of some personnel. 
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Commissioner ANprews. That is effected by shifting around. For 


instance, these 3 categories here—collection of delinquent tax ac- 


counts, regulatory control and inspection work, and processing of 
returns, remittances, and so forth—are the 3 areas in which we will 
reduce our expenditure; but bear in mind that in doing that we think 
we are going to improve the efliciency of our operations. In other 
words, we expect to do a better job with fewer people. 

Senator McCarrny. Taking all of our offices here on the Hill, our 

eip work Dl 2 days a wee k, I think. 

Senator Dirksen. Not all of them. 

Senator McCartuy. I mean at least 514 days a week. 

Senator Dirksen. That is better. 

Senator McCarrny. On Saturdays we are handicapped to a great 
extent. We call the various bureaus and find apparently very few 
people there. What is the setup in Internal Revenue? Do they 
work 5 days a week ¢ 

Commissioner AnpRews. Yes; that is, everybody except us fellows 
who run it and we work 7 days. My own schedule is 16 hours a day 
7 days a week. 

QUESTION OF EXTENDED WORKWEEK 


Senator McCarruy. I am Just wondering, would it be a great hard- 

up upon the e mployees if t! ley were to wor k what people normally 
work. I should not say all, but in the average work throughout the 
entire country you find the clerical help, stenographic help, and 
lawyers wor king a 51-d iy week. It is sort of accepted as a norm. 
I was wondering what would happen if you had people here in 
Washington work 51% days a week. 

Commissioner ANprews. In our Bureau ¢ 

Senator McCarrny. Yes. 

Commissioner Anprews. I do not know. We have not made any 
study of that, but we must not forget we did it at one time and you 
ire talking to somebody who has never done anything else but work 
when it was necessary. I do not want anything to do with this idea 
of constantly reducing the workweek and increasing the age at which 
men go to work and decreasing the age at which they quit. There will 
be very few in between and we will be supporting many people who 
are not doing amy work. I think if we can put everybody to work 
longer, we would pull out of trouble pretty quick. 

I do not want to offer any opinion as to what the Revenue Bureau 
ould do. because I do not know. We did it once and if the Congress, 
in its wisdom should say, we would do it again, I don’t see any reason 
why we couldn't. I do think this, and it is a matter that has concerned 
me for many years in my own business. I never have completely 
solved it but I got an answer that was satisfactory to myself. I think 
it is a very great mistake for people to work 5 or 6 days a week 
steadily and try to get all of their recreation in at one time, people 
who work on sedentary occupations. I think whoever said that you 
should get out from sine the pressure during the middle of the 
week hit the nail on the head. I cannot do that myself. 

That brings up an ait int matter of management which you did 
not. mention but which I would like to. You can come over to the 
Bureau almost any or every night and you will find some of the top 
men right in the offices until pretty late. I am there almost every 
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night or working at home. That is indicative of one or two or maybe 
both conditions. No. 1, either the man doing that does not know 
how to delegate authority and, if he does not, he ought to be taught. 
If he cannot learn, he ought to be moved. Or it means that he has 
not got the right men around him to delegate the authority to. That 
can be cured. I am wor king on that because very frankly I do not 
want to be the fellow some widow is going to look at some day and 
say, “You worked my husband to death.” 

There are too many men dying of heart trouble at 45 to 50 years 
of age and I do not want to be accused of that. I think we can solve 
that problem for ourselves and solve it we must do. 

As far as I myself am concerned, I have come into a new organi- 
zation. There is only one way to learn it, get into the details of it 
for 3 months and work like a dog, which I am willing to do; but I do 
not expect to do it indefinitely and I do not want my top men to do 
it. I think we can solve that problem but it is a real one, and any 
organization that does not try to solve it is bound to be inefficient. 

Senator McCarruy. Take my office, for example, and the staff of 
my investigating committee. If I put them on a 5-day weal: I would 
have to go to the Congress and try to get my budget increased by 50 
or 60 percent. On the committe staff, if I had them reduced to a 
5-day week, I would have to close up shop or take on 5 or more pe ople 
in the office and 8 or more people in my committee. My staff is not 
unhappy. I think they would be unhappy if they were working only 
5 days a week. They would not fee) as though they were accomplish- 
ing what they should. 

I just wonder about this 5-day week which you have in the Gov- 
ernment which we have practically nowhere else. 


MORALE FACTOR 


Senator Dirksen. There is one other factor in this picture. I 
think it came to my attention rather forcibly some years ago when 
I was still on Treasury-Post Office on the other side of the Capitol. 

took the trouble to make a bit of a field investigation of morale. 
I discovered a number of things. In the first place, the Bureau em- 
ployee is in a rather responsible position where he is dealing with a 
taxpayer or taxpayer's connsel where a very considerable amount is 
involved, and he has an overtone of concern in his mind because he 
is not sure he can get his bills paid, becomes a rather purposeless 
employee. 

The second factor is, you set a boy down at reasonable age beside a 
high-powered lawyer representing a taxpayer whom he knows is on 
a $50,000 a year retainer and you have a picture that is calculated 
to destroy morale. I have contended that there ought to be some 
upgrading, particularly in the field and we got a little money. It was 
very difficult. 

Mr. Atkeson will remember that incident. We had to fight like a 
Trojan to get three and a half million dollars to seatter around, but 
it made all the difference in the morale in the field offices when they 


got a little raise. 


You have got some in grade in the field offices today who have been 
there long enough, who have gotten enough experience, whose stat- 
ure ought to be raised so that they are lifted beyond that worry 
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level and that level of concern. He cannot be a good man and sit 
down with all the intricacies of a tax case in his mind if he is thinking 
about his bills or how he is going to make ends met. I think it is a 
matter worthy of considerable study. 

I have been looking at it a little in the last couple of months. I 
think there are some boys i in the field who are doing very responsible 
work who are working at a grade that deserves to be elevated. 

Commissioner ANprews. I would not want to disagree with you on 
that. Frankly, I do not know, but it has been my experience as an 
employer that it is not money alone that makes men happy. More- 
over, I do not believe we could ever solve the problem that you men- 
tion * an increase in salary alone. I believe proper leadership of an 
organization, a leadership that inspires men to accomplishment, ac- 
‘ -omplishment that will be promptly rewarded when it is demonstrated, 
will solve most of those problems. At least it has worked that way in 
my own case. I have had a very small organization compared to this, 
a puny one. 

ADEQUACY OF GOVERNMENT PAY 


On the other hand, we think we have paid our men well. I left 
them there when [ came here, withdrew from the firm, and I left a 
happier organization. I do not know whether these people of ours 
in the field are underpaid or not. I will say frankly to you that I 
find, and this has happened within the last few months, the Govern- 
ment. departments coming into our city and offering men for highly 
technical work as much as 50 percent more than they were being paid 
by good, honest, and considerate employers. I do not think the Gov- 
ernment employees are generally overpaid. I think your top manage- 
ment is underpaid and grossly underpaid. When you stop to consider 
the responsibility some of the people at the top here are required to 
carry and what they have to give up in order to, and I am not talk- 
ing about myself 

Senator Dirksen. There has been a tendency up here on the Hill 
and I have been on this Hill for nearly 21 years : and have seen it, when- 
ever anybody suggests a pay raise you ought to look at him rather 

carefully and see if he has not got a touch of leprosy. I do not agree. 
1 think the Government has to pay decently for what it gets. If you 
are going to have good morale, you want to be sure they, are relieved 
of their concern so they can give of their fealty and of their time and 
have the incentive to do it to the public service. 

Commissioner ANprews. I have a feeling perhaps which is ultra- 
conservative, but no government in the world and no business can give 
any man security. He has to make it himself. To get anywhere he 
has to work hard for what he is trying to get. The idea of paying a 
man just to hold a job in my opinion is one of the greatest morale 
destroyers. I do not know whether we are underpaying some of our 
people or not. I hope we are not. 

My impression is when you get below the top level of management 
where terrific responsibility is carried for the salary paid, that our 
people are fairly well paid. I would be willing to maintain an open 
mind on that until I was satisfied I was right. 

Senator Drrxsen. I think there are some in the field who deserve 
an increase. When the director of a field office says to a man, “You 
have done a pretty good job, and I do not know what I can do 
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because my hands are tied, but I will make a recommendation that per- 
aps you ought to be lifted a couple of grades,” then to have done the 
b and have discovered up here on the Hill they have been a little 
ise as to What considerations are involved and say “No,” I think 
u should be free after you have made an examination of those jobs 
l responsibilities to come here and say, “Look, I think you ought to 
e some money for some pay increases in selec ted spots where excel- 
t work has been done.” ‘That is not only a question of being free to 
it but I think it would be one of your responsibilities as Commis- 
yer 
Commissioner ANprews. I feel that way myself. If I came to that 


conclusion, I would be dutybound. 


Senator McCarruy. I think that is all. I certainly appreciate the 


time you have spent with us. 


Che committee 7 recess until 10: 30 = lock tomorrow morning. 
(Whereupon, at 3: 45 p.m., W K. iy, April 8, 1953, the committee 
ecessed to reconvene at 10:30 a. m., Thursd: ay, Apr il 9, 1953.) 
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UNrvTep Staves SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met at 2 p. m., pursuant to recess, in room F-82, 
the Capitol, Hon. Joseph R. McCarthy (chairman of the subcom- 
mittee), presiding. 
Present: Senators McCarthy, Bridges, Maybank, and McClellan. 


TREASURY DEPARTMENT 
Bureau oF Narcorics 


STATEMENTS OF G. W. CUNNINGHAM, DEPUTY COMMISSIONER 
OF NARCOTICS; AND B. T. MITCHELL, ASSISTANT TO THE 


COMMISSIONER 
BUDGET ESTIMATE 


Senator McCarruy. The committee will be in order. 

The statement of the witness has been submitted to all the Senators, 
and I think they have had a chance to check it. So, instead of having 
you read this statement, I would suggest that after | put some other 
papers in the record we will insert it in the record also, and then you 
can go through and highlight any points that you would like. 

Have the record show that the first witness will be Mr. G. W. 
Cunningham, Deputy Commissioner of Narcotics. The revised 
figure for the fiscal year 1954 requested for the Bureau of Narcotics is 
$2,790,000, which is the same amount we appropriated in 1953 and 
which is identical with the figure requested in the 1954 printed budget. 
| would like to place in the record at this point, a summary of the 
appropriation statements given to us and certain supporting docu- 
ments, along with Mr. Cunningham’s statement. 

(The documents referred to follow:) 


SALARIES AND EXPENSES, BuREAU OF NARCOTICS 


Analysis of reductions recommended in 1954 budget estimates 
é ? 


1954 revisecd| budget 


05 ve | » ¥ 
1954 printed budget Reductions enticmeiien 
Activity — Reena ae 
Average Average Average 
positions Amount positions Amount positions Amount 
1, Administering and enforcing the 
Federal narcotic and mari- 
huana laws ‘ 399 | $2,731, 935 399 2, 731, 935 
2. Executive direction... 7 58, 065 7 58, 065 
Total. 406 2, 790, 000 406 2, 790, 000 
143 
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APPROPRIATIONS, 


Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act 
Supplemental appropriation for 1953 


Total appropriation, 1953 


Appropriati yn base for 1954 
Increase over appropriation base for 1954 


Appropriation estimate for 1954 


1954 


$2, 790, 000 


790, 000 


bo 


790, 000 


~ | 


790, 000 


t 


Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base 
for 1954 
A ctivit 
Average : ‘ 
positions Amount 
1. Administering and enforcing the 
Federal narcotic and mari- 
huana laws 399 | $2, 731, 935 
2. Executive direction 7 58, 065 
Total 406 2, 790, 000 


Adjustment in base (net 


rotal, appropriation!953, and 
appropriation e for 
1954 


tir » 
stpmate 


106 2, 790, 000 


Object classification 


Total number permanent positions 
Average number of all employees 


Average salaries and grades 
General schedule grades 
A verage salary 
Average grade 
Crafts, protective and custodial grades 
A verage salary. 
A verage grade... 





ORJECT CLASSIFICATION 


Personal Services: 
Permanent positions 
Regular pay in excess of 52-week base 
Payment above basic rates 


Total personal services 
lravel 
Transportation of things 
Communication services 
Rent and utility services 
Printing and reproduction 
Other contractual services 
Supplies and materials 
Purchase of evidence 
Equipment 
Refunds, awards, and indemnities 
Taxes and assessments 


Total appropriation or estimate 


Appropriation esti 
mate for 1954 


A verage 
positions 


399 


406 


406 


schedule 


A ppropria- 


Amount 


$2, 731, 935 


58, 065 


tion estimate | 


1953 


406 


17 
GS-7 


$3, ( 


$1 400 


, 600 


5, 000 | 


120 
030 
, 500 
| 720 
500 
, 770 
67, 460 
240, 


, 000 
5, 800 


2, 790, 000 


000 | 


000 | 
7, 100 | 


2, 790, 000 


2, 790, 000 


Appropria- 
tion estimate 
1954 


$1, 969, 400 
7, 600 
5, 000 


1, 982, 000 
307, 120 
13, 030 
34, 500 
720 

16, 500 
87, 770 
67, 460 
240, 000 
7, 100 
28, 000 
5, 800 


2, 790, 000 


Average 
positions 


Increase or decrease 


Amount 


| 
| Increase (+ 
or de- 
| crease ( 
1954 estimate 
over 1953 
estimate 


+$93 


+$41 








———o 
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EXPLANATION OF ESTIMATES BY ACTIVITY 


, O00 idministering and enforcing the Federal narcotic and marihuana laws. 

rhe activities of the Bureau of Narcotics continue at the same high level due to 
000 he illicit traffic in narcotics. The situation demands the continuation of the 
exps sanded enforcement activities to restrict the source of supply on an interna- 
00 onal, national and local level. Illicit traffie today is dominated by hardened 
nals exercising every opportunity to reap profits from this lucrative traffic. 
[he strengthened enforcement force, by increasing the apprehension of some of 
Oo ese major illicit drug traffickers, together with the sentences imposed under the 
Boggs bill (Publie Law 255, 82d Cong.), providing mandatory sentences for second 
and third offenders in narcotic cases, is forcing some of the big racketeers to seek 
her fields of operation. However, this does not eliminate the need for constant 
rveillanee by narcotic field officers in order to eliminate major sources of supply. 
| Investigations, surveillance, and negotiations must be continued in foreign 
: \tries in order to restrict the supply on an international level prior to its 
trance into this country. The Bureau is continuing its efforts to further restrict 
he supply on an international level by increased surveillance and investigating 
ctivities in foreign countries. In addition the Bureau must continue to guard 
i against the large supplies of opium which are available in Communist China. 
| On a national level our specialized agents must continue the methods of undercover 
: peration, making repeated purchases of evidence until the main sources of 

i : : 
supply are successfully apprehended and withdrawn from the traffic. Each 


f the numerous leads or complaints received for investigation must be fully 
evalus ated because any one of them may furnish the lead to develop a major case. 

Cooperation with State and local organizations is being given in every instance 

the limit of the available personnel. Constant efforts have been made by the 
Bureau to have State and local organizations handle within their own localities 
the investigations having no obvious interstate source of supply angle. In a few 
instances the Bureau has succeeded in persuading them to set up their own 
local narcotic squad to handle local matters. 

The mobilization of large numbers of troops continues the number of special 
requests from the military for assistance in coping with the narcotic traffic in 
and near our camps, for problems incidental to the drafting of addicts; and 
in situations where addiction is falsely advanced as a reason to escape the draft. 
ate The National Resources Board has given the Bureau of Narcotics complete 
control of national supplies of narcotic drugs for civil defense and will rely on 
the Bureau’s judgment as to adequate amounts, safe storage, and availability 
for immediate “distribution to disaster points 


Convictions 


33 Registered persons Unregistered persons Total persons 
tis ‘ - = Grand 
Fiseal year total 
i} | Narcotics Marihuana | Narcotics | Marihuana | Narcotics | Marihuana 
1948 | 7 : 1, 486 740 1, 560 740 | 2, 300 
1949 | 76 | 1} 2, 087 1, 070 2, 163 1, 071 3, 234 
1950 | 69 ‘ | 3, 178 1, 283 3, 247 | 1, 283 4, 530 
1951 on 68 a : 2, 974 ! 1, 037 3, 042 1, 037 4, 07 
2, 385 781 2, 455 781 3, 236 


1952 aoall 70 


Fiscal year imposed 


Fines Vehicles 
(years) 


imposed seized 


| Sentences 
| 
| 


1948 3, 404 | $74, 654 | 150 
1949 | 4, 107 58, 692 | 241 
1950 6, 008 168,114 287 
1951 ; 6, 632 112, 201 344 


1952 ‘ 6, 732 174, 690 419 
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Number of seizures and purchases, fiscal years 1948 through 1952 


Internal] traffic 





Fiscal year j 
Narcotics | Marihuana 
1948 1, 538 1, 237 
1949 2, 042 1, 772 
1950 2, 664 2, 151 
1951 2, 742 1, 527 
1952 2, 853 1, 428 


Actwity No. 1 


Personal! services 
Travel 

Transportation of thing 
Communication service 


Rents and utility service 
Printing and reproduct 
Other contractual 
Supplies and material 
Purchase of evidence 
Equipment 

Refunds, awards, and ir 
Taxes and assessment 


Total obligations 


Executive direction. 


Ports and borders ‘ 
Total Total ‘ 
| Tot 
narcotics | Marihuana | - 
Narcotics | Marihuana | 
694 605 2, 232 | 1,842] 4 
724 591 2, 766 2, 363 5, 12 
510 404 3, 174 | 2, 6145 5,8 
423 517 3, 165 | 2, 044 5, 2 
435 534 3, 288 1, 962 5, 25 


—Summary by object class 


| 
A ppropria- Estimate, 
don tase 1954 Increas: 
$1, 925, 435 $1, 925, 435 
306, 120 306, 120 
13, 030 13, 030 
34, 500 34, 500 | 
720 720 
16, 500 | 16, 500 | j 
87, 770 87,770 | 
66, 960 66, 960 | 
240, 000 240, 000 | 
7, 100 7, 100 
28, 000 28, 000 
5, 800 5, 800 


| 2, 731, 935 | 2, 731, 935 


This activity covers the salaries and expenses of the Offices of the Commissioner 
Deputy Commissioner, and assistant to the Commissioner in the management and 


direction of the Bureau. 


Activity No. 2 


Object classification 


Personal services 
Travel 
Supplies and materials 


Total obligations 


Summary by object class 


Estimate, 
1954 


Appropria- 


tion base Increase 


$56, 565 
1, 000 
500 


$56, 565 
1, 000 
500 


58, 065 58, 065 


Comparative statement of caseload 





Esti- esti- 
Actual, Actual, Actual, Actual, o ows == 
( Qn Of 952 ate, ate, 
1949 1950 1951 195 1953 1954 
om ene pee eo an . ancigieets ——|——-— — 
Cases pending for investigation at begin- | 
ning of fiscal year 3, 857 3, 364 5, 766 11, 489 11, 805 | 12, 000 
Complaints received for investigation. 15, 150 19, 973 43, 811 46, 203 50, 195 50, 500 
Total known caseload 19, 025 23, 337 49, 577 57, 692 62, 000 62, 50 
Cases completed for prosecution 4, 980 6, 163 §, 3 4, 281 5, 000 5, 006 
Investigations completed showing minor 
or no violation, ete 10, 681 11, 681 32, 783 41, 606 45, 000 45, 000 
Total dispositions 15, 661 17, 571 38, 088 45, 887 50, 000 50, OOF 
Cases pending for investigation at close of 
fiscal year 3, 364 5, 766 11, 489 11, 805 12,009 12, 5 
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Distribution of pending investigations July 1, 1952 


Number of 
Location of headquarters pending in- 





I t 

. vestigations 

j Boston, Mass 281 

2 | New York, N. Y 178 

3 Philadelphia, Pa 513 

58 5 Baltimore, Md 686 
6 Atlanta, Ga 725 

7 Louisville, Ky 241 

8 | Detroit, Mich 74 

9 | Chicago, Dl 176 

Houston, Tex 532 

ll Kansas City, Mo 849 

2 Minneapolis, Minn 144 

13 | Denver, Colo 135 

14 | San Francisco, Calif 268 

? 15 | Seattle, Wash 465 
lf Honolulu, T. H , 238 
Total 11, 805 

Comparative statement of cases completed for prosecution 
Registered persons Unregistered persons Total persons 
I vear Grand 
year total 
Narcotics | Marihuana | Narcotics | Marihuana | Narcotics | Marihuana 
48 484 2, 003 ORE 985 3 472 
49 | 345 l 3, 048 1, 586 1, 587 4, 980 
308 4,103 1, 78 1, 752 6, 163 
27! l 3, 685 1,345 1, 346 f 
2 264 2, 968 1, 049 1, 049 
ner ! 
al 


INTRODUCTORY STATEMENT OF H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 


i Mr. Chairman and gentlemen of the committee, the Bureau of Narcotics is 
ponsible for the investigation, detection, and prevention of violations of the 
Federal narcotic and marihuana laws, and of the Opium Poppy Control Act and 
related statutes, including the administration of the permissive features of the 
Narcotic Drugs Import and Export Act. 
lhe estimated appropriation to carry out these functions during the fiscal year 
954 is $2,790,000, the same as the amount appropriated for the current year. 
During the current vear we have directed our attention primarily at eliminating 
urces of supply and to the apprehension of interstate and international wholesale 
| raffickers. The Bureau has met with considerable success in this effort. We 
tinue to receive splendid cooperation from State and local narcotic enforcement 
uads, where they exist, and we are continuing our efforts to encourage the 
tablishment of such enforcement groups to handle within their own localities all 
nvestigations where there is no obvious interstate source of supply indicated. 
In order to continue the progress made in the apprehension of international and 
terstate traffickers it is necessary that we maintain our investigations, surveil- 
lance and negotiation in foreign countries. Heroin, the favored drug of most 
addicts, is not manufactured in this country and therefore the sources of supply 
originate from foreign countries. 
On the national level we are much encouraged with the results being shown 
from the imposition of the heavier penalties provided by Public Law 255, 82d 


Congress. A survey of narcotic sentences imposed during the first 6 months 
following the effective date of Public Law 255 showed an average sentence of 
0 approximately 42 months compared with an average narcotic sentence of approx 


imately 26 months during the preceding year. 

Our specially trained agents must continue the methods of undercover opera- 
tions, making repeated direct purchases of evidence until the main sources of 
supply are successfully apprehended and withdrawn from the trade. 

The attached list of narcotic traffickers apprehended during the current vear 
furnishes a summary of the more important results accomplished. 
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The amount of $2,790,000 requested for the fiscal vear 1954 is the minimum 
amount necessary for the Bureau to continue its enforcement operations against 
the present narcotic problem and to maintain and further the progress attained 
in reducing the illicit drug traffic and the consequent addiction. 


ImporRTANT Narcotic Cases 


EUROPE 

Paris, France 

\ series of investigations conducted by agents of the U. S. Bureau of Narcotics 
in Paris were concluded on February 19, 1952 following the purchase of 4 kilos of 
heroin and the seizure of 20 pounds of crude opium and $15,000 in counterfeit 
American bills. Ten persons were arrested. These investigations were made in 
cooperation with the Paris police 

In June 1952, after completion of undercover investigations in Paris, United 
States narcotic agents and Paris police arrested Marius Ansaldi, two chemists, 
and several other persons, including Antoine Bergeret. Three kilograms of 
heroin and a complete chemical laboratory were seized. 
Marseilles, France 

United States narcotic agents and French police arrested seven defendants in 
Marseilles in June 1952 and seized 43 pounds of crude opium, probably of Turkish 
origin, and two kilos of heroin, product of a French clandestine factory. As an 
aftermath of these investigations Marseilles police raided an illicit heroin factory 
located in the heart of the city and seized 4 kilograms of morphine in the process of 
being converted into heroin 


Milan, Italy 

On June 1, 1952 United States narcotic agents and Italian police seized 5% 
kilograms of Turkish heroin and arrested two Turkish nationals, Albert Yahni 
and Samuel Wegsman 

On July 31, 1952 Santi Caleca and Fernando Barbato were arrested at Milan 
upon delivery of 1 kilogram of heroin. Italian police accompanied by United 
States narcotic agents seized an additional 4 kilograms of heroin and arrested 
Simone Milani. This heroin was part of 100 kilograms which had been smuggled 
by Albert Yahni into Italy from Turkey 


Genoa, Italy 


On June 28, 1952 Natale Rivola and Giorgio Gatti were arrested in Genoa 
by Italian police after the deliverv to United States narcotic agents of 1% kilo- 
grams of heroin 
Salerno, Italy 

Several months prior to August 1952 Eugene Giannini, a major narcotic violator 
in New York City, approached a special employee of the Bureau of Narcotics 
and asked him to go to Italy and bring back 4 kilograms of heroin. This special 
employee immediately reported to the New York office of the Bureau of Narcotics, 
and arrangements were made for a narcotic agent to make the trip to Italy. As 
a result of this trip Joseph Pellegrino and Gennaro Rizzo were arrested at Salerno 
on August 25, 1952, as they were in the act of delivering 4 kilograms of heroin to 
the narcotic agent. Giannini made a complete confession. 

Trieste 

On June 20, 1952, American military authorities in Trieste, in cooperation with 
an agent of the U. S. Bureau of Narcotics, seized 10 kilograms of morphine and 
2 kilograms of alleged heroin, at which time they arrested Jarlo Dobriezic, a 
Yugoslav national, and Alfredo Boscolo, an Italian national. Dobriezic had come 
to Trieste from Yugoslavia to negotiate with Boscolo who had transported the 
narcotics to Trieste from Yugoslavia. 

On October 25, 1952, Dino Brusaporci, captain of the Steamship Jsa Digo, 
Italian registry, was arrested at Trieste by local police and a United States narcotic 
agent for possession of 2 kilograms of Iranian “‘Chop-stick’’ opium, found in the 
hold of the ship. He had received the contraband in Iran for ultimate delivery 
at Port Sudan, Egypt. 


Alcamo, Sicily 

On March 19, 1952, United States narcotic agents and Italian police seized 6 
kilograms of heroin which had been concealed in a specially built trunk destined 
for shipment to the United States. The more important defendants in Italy are 





m 
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Francisco Coppola and Serafino Mancuso, prominent in Mafia circles. Both 
Coppola and Mancuso were deported from the United States several years ago. 

Subsequent investigation involved Sylvestro Carrolla, formerly of New Orleans, 
La. Carrolla was prominent in the underworld in the United States and had 
served prison terms for violations of the narcotic and otherlaws. He was deported 
to Italy in 1946. 


The Hague, Netherlands 


A narcotic agent working undercover arrested 3 Chinese in January 1952 as 
they were delivering to him 10 pounds of opium. One of the Chinese, Chong 
Foo-You, was considered by Netherlands police as the most important narcotic 
violator in the country. 

UNITED STATES 
New York, N.Y. 

January 1952: On January 25 Rosario Frank Tornello, who had been a fugi 
tive since April 1951, was apprehended by narcotic agents and local police in a 
tavern in Westchester County, N. Y. He had been traveling about the country 
with a seemingly unlimited supply of funds. 

February 1952: On February 14th narcotic agents arrested Samuel Paul Catone 
and Samuel Montemurro and seized 93 ounces of heroin and 2 ounces of cocaine 
Neither of these defendants had a prior record for narcotie violations; apparently 
they were newcomers in the traffic 

On February 15, after two purchases of narcotic drugs and a great deal of 
surveillance, Dominick Cirillo was arrested, in possession of 60 ounces of heroir 
Also involved in the case was Vincent Calosso who had been arrested by the 
military authorities for desertion 


April 1952: On April 4 narcotic agents seized 14 ounces of heroin and arrested 
i 


Irma Matos (nother defendant in this case, Joseph Sierra, was arrested on 
April 5 

On April 4 agents arrested Lawrence Dentico, neprew of the notorious Josep! 
Dentico, and seized 5 ounces of heroin, 9 ounces of cocaine. and 168 ounces of 


quinine which was to be used to adulterate heroin, as well as a quantity of para 


phernalia used to package heroin 


On April 9 narcotic agents seized 23% ounces of heroin together with packag- 
ing paraphernalia and arrested Sal Esposito who had been arrested about a month 
previously by New York police officers, in possession of 10 ounces of heroin 


On the night of April 9, in the course of investigating a major conspiracy case 
narcotic agents arrested Tony Johnson, in possession of 8 ounces of heroin, John- 
son is an important source of supply of narcotic drugs for Detroit and Chicago 

May 1952: On May 7 narcotic agents arrested Anthony Pierro and Joseph 

tutigliano and seized 29 ounces of heroin. 

June 1952: On June 2 narcotic agents arrested Kathryn Cohen and Beatrice 
Grunig and seized approximately 148 ounces of heroin and 6 ounces of cocaine in 
Mrs. Grunig’s apartment. The defendants in this case stated that the narcotics 
had been left in the house by a friend, Anthony James Vellucci. 

July 1952: On July 14 a narcotic agent working undercover made a purchase 
of one-half ounce of heroin from Eugene Hodge, also known as Gene Burton, a 
prominent New York welterweight fighter. On July 17 the agent made arrange- 
ments for another purchase of narcotic drugs from Hodge, and while awaiting 
delivery in a park the agent was attacked by 3 hoodlums, 1 holding a knife to the 
agent’s throat and another taking his gun. Because of the coolness of the under- 
cover agent and the alertness of 4 other agents who were nearby, the 3 hoodlums 
were arrested and no one was injured. The three attackers were held under bond 
for prosecution. Hodge was held under $25,000 bond on the narcotic charge 

August 1952: On August 25 narcotic agents observed a man in a taxicab acting 
suspiciously. They followed the taxicab to 108th Street and Third Avenue, 
where it stopped. The passenger alighted. He was met by another person who 
handed him a blue canvas bag. The agents arrested the man who received the 
bag and found it to contain 100 ounces of heroin. He was identified as Arthur 
Weiss of Cleveland, Ohio, who has a long criminal record. 

November 1952: On November 17 narcotic agents and New York City police 
seized approximately 117 ounces of heron and arrested 6 persons, among whom 
were Tony Donato, alias Tony Iodine, and his sister’s husband. Previously 
arrested on October 9, 1952, were Tony Donato’s brother Frank Donato and his 
wife, Marie, after two 2-ounce purchases of heroin had been made from them 
While Marie Donato was out on bail of $10,000 she was arrested on November 
10, 1952, in possession of 1 kilo of heroin. Marie Donato’s brother, Thomas 











150 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


Vittorino, had been arrested in May 1952 for the sale of heroin and on November 
10, 1952, had been sentenced in New York State court to 4% to 8 years imprison- 
ment. This family group, involving Tony and Frank Donato, the latter’s wife, 
Marie, and two brothers-in-law of the Donato brothers, had been selling a very 
high grade of heroin. 

On November 1, Sebastiano Nani, International List No. 241, was arrested in 
Brooklyn, N. Y., after attempting to bribe a narcotic agent to ‘‘fix’’ a narcotic 
case pending against Nani in California. Arrested at the same time was Frank 
Piacenti, Brooklyn longshoreman, for conspiring to bribe the same agent. 
Piacenti had made the original overtures to bribe the narcotic agent and had 
later introduced Nani to the agent as the mastermind behind the deal. Frank 
Piacenti’s brother Peter is a defendant in a narcotics case in California. 

December 1952: On December 8, 1952 Federal narcotic agents arrested Vincenzo 
James Panebianco, alias Jimmy Feets, for conspiracy to violate the Federal 
narcotic statutes. This arrest was the culmination of an investigation which 
began in July 1951 and which involves six other defendants: Dominick Cirillo, 
Vincent Calosso, Anthony Desendis, Frank Camodeo, Angelo Catalano and 
Anthony DeSimone. The principal defendant, Panebianco, is considered to be 
one of the more important traffickers in the east Harlem area of New York City 
Investigation indicated that his organization sold at least a kilo of heroin each 
week, and it is believed that they actually handled several times that amount 
Pittsburgh, Pa 

On May 5 narcotic agents arrested Joseph Torquato and his wife Mary at 
Pittsburg. Torquato had in his possession 240 pounds of marihuhana which had 
been prepared for smoking. The marihuana had been smuggled from Mexico, 
prepared for smoking in Los Angeles, and shipped in a trunk to Pittsburgh. This 
is one of the largest seizures of marihuana ever made. 

Cleveland, Ohio 

January 1952: On January 21 George B. Walker, notorious narcotic peddler, 
and his source of supply, Angelo A. Amato, were arrested in Cleveland. Amato 
was in possession of 3 ounces of heroin which he was about to deliver to Walker. 

September 1952: As the result of a 6 months’ undercover investigation by 
narcotic agents, on September 23, 1952, narcotic agents and Cleveland police 
arrested 20 defendants Among the defendants were Joseph J. Fredricks, Alex 
Clarco, James Zimmerman, Frank Liosi, John F. Allen, and Frank Surace. These 
men were the principals in the investigation, and their source of supply was New 
York City Clareco subsequently received a sentence of 11 vears and $200 fine 
from Federal District Judge Charles J. McNamee; this was one of the heaviest 
arcotic sentences in Cleveland in recent times. 


Detroi i Vich. 


February 1952: On February 2 after the purchase of 1 ounce of heroin by a 
narcotic agent, James Anderson and Richard Furness were arrested in possession 
of 11 ounces of heroin. The source of this heroin was New York City. 

On February 21 and 22 narcotic agents purchased 7 ounces of heroin and 
arrested Joseph Catalanotte, Sam Caruso, Robert Tassiano, John Tassiano, Jim 
Paing, Jav Lum, and Louie Oddo. At the time of the arrests 8 ounces of heroin 
and 8 automobiles were seized. The source of this heroin was Italy. 

August 1952: On August 8 narcotic agents assisted by Detoit police arrested 
Rogelio Baldazo and seized 25 pounds of marihuana. Baldazo was armed with a 
.38 caliber pistol Also arrested was Genaro Saldana, from whom an additional 
8 pounds of marihuana were seized. These arrests followed two purchases of 
marihuana by an agent working undercover. The marihuana was smuggled 
from Mexico. 

October 1952: On October 30, 1952, Joseph Catalanotte was sentenced in 
United States District Court at Detroit, Mich., to a term of 5 vears on one count 
and a term of 9 vears, 8 months on a second count of an indictment charging 
violation of the Federal narcotic laws. The sentences are to run concurrently. 
Catalanotte disputed his identity as a previously convicted violator, and it was 
necessary to prove his identity in a separate proceedings to invoke the provisions 
of the Boggs Act. 




















Weslern Michigan 

Following an intensive 5-week investigation, narcotic agents, with State and 
local police cooperating, arrested on December 20, 1952, Leo Ciaravino and 
Thomas Jenkins at Benton Harbor, Mich., and Napoleon Trotter at Kalamazoo, 
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Mich. Ciaravino had come to Jenkins’ home in Benton Harbor from Chicago to 
participate in the sale of 14 ounces of high grade heroin to an undercover age! 


who was posing as a bona fide dealer. The 14 ounces of heroin were seized 
together with the purchase money, $1,000, which had been marked for identifica 
tion. The persons arrested constituted the most important group of narcotic 


dealers operating in western Michigan, a distribution point for narcotics com 
from Chicago and intended for the Detroit, Mich., and Cleveland, Ohio, market 


Chicago, Tul. 

February 1952: On February 29 Harry Schennault was sentenced to 12 year 
imprisonment Schennault was one of the largest traffickers in Chicago and was 
the source of supply for 90 percent of the drug addicts in Chicago’s Southside 

March 1952: On March 18 Moses Hightower was sentenced to serve from 25 
to 50 years for narcotic violations in State court in Chicago. Hightower ha 
been one of the leading narcotic traffickers in Chicago 

May 1952: On May 20, after three purchases of heroin by an agent worki! 
indercover, narcotics agents arrested Georgia Scott and Roscoe Capleton ar 
seized 10 ounces of heroin together with packaging paraphernalia. 

June 1952: On June 9, following two purchases of heroin totaling 4 ounces 
narcotic agents arrested Robert Burage and Arthur Eleopoulos. A search of the 
residence of Eleopoulos produced an additional 2 ounces of heroin At the 
Burage apartment one-half ounce and 20 capsules of heroin were seized 

December 1952: During the early part of December narcotic agents arrested 
Frank Panatera, Joseph DiCaro, Barlow Alleruzzo, James Cordovano, Peter 
Gushi, Jack Rizzo, Lewis Anzelmo, Robert Lee Payne, and Anthony Annerino 
all important narcotic dealers in Chicago, who have been handling large amounts 
of heroin and cocaine. Frank Pasqua alias Frank Page alias Frank Hunt, of 
New York City, who supplied the narcotic drugs that these persons were selling 
was arrested in New York for prosecution in Chicago. Pasqua had been sending 
to Chicago approximately several kilos of heroin each week. The district super 
visor reports that since these arrests were made the price of heroin in Chicago 
has increased as much as $100 an ounce 


Houston, Tex 


On March 26 narcotic agents arrested Willie Brooks and Rudy Flores and 
seized 85 pounds of marihuana. The marihuana had been smuggled from 
Mexico 
El Paso, Tex 

As a result of a joint investigation by customs and narcotic officers of informa 
tion concerning the smuggling of opium and its sale at El Paso, narcotic and 
customs officers on August 23 arrested Guillermo Lara Miranda as he wa 
attempting to deliver 156 ounces of crude opium to an undercover narcotic agent 
Also involved in the case were Joseph Trevino, of Los Angeles, Calif., who will be 
arrested at a later date, and Hugo Villagomez, of Mexico 


Dallas, Ter 





Oy Septemb« r 18, 1952, Aubre\ \eb nw fth offender under the narecotl iW 
wa entenced to 20 vear : mprisonment, a id hi w ite Noren \eby, a rourt 


ifender, was sentenced to 10 vears. 


Beaumont, Ter 

On October 20, 1952, Abraham John Hinton was arrested at Beaumont, Tes 
after having made a l-ounce sale of heroin for $700 to an undercover nar 
agent on October 15, 1952, and the sale of another ounce of heroin for the 
price on October 10, 1952. Government funds in the amount of $1,340 wer 
recovered from Hinton at the time of his arrest Hinton had two other cases 
pending and had previously been convicted for violations of the Federal narcotic 
laws. 


St. Paul, Minn. 


Dr. Russel R. Heim, Hennepin County coroner, arrested and indicted it 
September 1952 for violation of the Federal narcotic laws, was sentenced, on 
November 10, 1952, to serve 4 years in a penal institution. This was a genera! 
sentence op an indictment containing 229 counts, including illegal sale of narcotics 
and the obtaining of narcotics through use of false prescriptions. Immediatel) 
following the sentence, the judge canceled the defendant’s bond of $10,000 and 
reset the bond at $20,000 pending appeal, notice of which has been filed. 


3A 
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Coolidge, Aviz. 

On June 26, 1952, Edward A. Grimsley and William Tracy Fastman were 
arrested after the delivery of 193% ounces of smoking opium to a narcotic agent 
working undercover. 

Nogales, Ariz. 

On June 28, 1952, a narcotic agent working undercover purchased 10 cans of 
smoking opium for $1,400 and 2% kilograms of crude opium for $900 from Baldo- 
nero Castaneda, of Nogales, Sonora, Mexico. Castaneda was a Mexican immigra- 
tion officer. The opium was delivered in Arizona by Porfirio Rubio and Consuelo 
Valenzuela. On July 26 the agent made arrangements with Castaneda for the 
delivery of 6 kilograms of crude opium. This opium was delivered on July 27 
in Arizona, at a point about 1 mile north of Nogales, bv Frederico Urrea, who also 
was a Mexican immigration officer and was in uniform at the time of his arrest. 


Phoenix, Ariz. 

On May 3, 1952, narcotic agents arrested 16 traffickers in Phoenix, Ariz. 
These arrests were the result of several months of undercover work by narcotic 
agents. 


San Francisco, Calif. 


On March 3 narcotic agents arrested Tommy Tom and his wife Gee Lun and 
seized 16 5-tael cans of smoking opium. The opium appeared to be of Mexican 
origin. 

On March 17, following a 6 months’ investigation, a Federal grand jury in 
San Francisco returned a conspiracy indictment against 23 nationally known 
narcotic traffickers. Among the more important defendants were Waxey Gordon 

Irving Wexler), of New York City; William Levin, former member of the “Black 
Tony”’ Parmagini mob; Frank McKee, former member of the Roger Tuohy mob; 
Joseph Olivero, of Kansas City, an oldtime Mafia member and dope peddler; 
Barney Gold, of Chicago; Mario Balestreri, of California; and Sebastiano Nani, 
of Brooklyn, N. Y. 

On July 11, 1952, narcotic agents arrested Wong Yoke Ngn, alias Tommy 
Wong, who appears on the Bureau’s national list, and seized 75 ounces of smoking 
opium of Mexican origin. Prior to the seizure, 2 purchases of smoking opium 
and 1 purchase of heroin had been made from Wong. He is a third offender and 
upon conviction will be subject to imprisonment for at least 10 years. 


Los Angeles, Calif. 


July 1952: On July 5 narcotic agents arrested Alfred King, Herbert Grimes, and 
Claire Hubbard and seized 6 ounces of heroin. King is a major narcotic violator 
with alleged New York connections through whom he obtained his heroin in 
kilogram lots. 

August 1952: On August 13 narcotic agents arrested Manuel Lopez and his 
brother Ildefonso Lopez and seized approximately 90 ounces of smoking opium 
and 5 ounces of heroin. A purchase of 1 ounce of heroin and 1 can of smoking 
opium had been made prior to the seizure. 


San Jose, Calif. 


On the night of July 15 narcotic agents seized 173 ounces of smoking opium 
and 3 ounces of heroin and arrested Louis Gonzales, of Modesto, Calif.; Eleodoro 
Robles, of San Jose; and Lara Yriba Eladio, of Mexicali, Mexico. Eladio had 
smuggled the narcotic drugs across the border to San Jose. 


Salinas, Calif. 


During March 1952 a narcotic agent working undercover made three purchases 
of opium from Bertha Perez, Julio Serda, and Alexandro Perez. The opium was 
in 5-tael tins and the purchases consisted of 5 cans on 2 occasions and 9 cans for 
the third purchase. On April 2d these defendants sold fifty 5-tael cans of smoking 
opium to the narcotic agent at which time they were arrested. The source of 
this opium was Mexico. 


Fresno, Calif. 


January 1952: On January 25 Jesus Godinez was arrested in Fresno as he was 
about to sell 25 cans (10 Ibs. 6 oz.) of smoking opium to an undercover narcotic 
agent. This opium undoubtedly came from Mexico. 

August 1952: On August 5 narcotic agents arrested Juan Verduzcco, Jose Dias 
Martinez and Ismael Bueno and seized approximately 85 ounces of smoking 
opium which was of Mexican origin. At the timeeof his arrest, Verduzeco was 
carrying a .32 caliber automatic. The other two defendants were carrying knives. 
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San Pedro, Calif. 

In 1937 Salvatore Vitale, a native of Italy and a leading figure in the Mafia, 
was sentenced in Detroit, Mich., to 15 years imprisonment on narcotie and liquor 
charges. Vitale’s sentence was commuted in 1939 on condition that he return to 
Italy. Another condition of the commutation was that if Vitale ever returned 
to the United States, he must serve the remaining 13 years of his sentence. In 
December 1951 an agent of the United States Bureau of Narcotics in Rome 
learned that Vitale planned to reenter the United States illegally through Tijuana, 
Mexico. All law enforcement officers in Southern California we ” alerted, and 
on February 1, 1952, Vitale was taken from a plane at San Pedro, Calif. He was 
immediately re ‘turned to the Leavenworth Penitentiary to serve the remaining 
13 years of his sentence 


San Diego, Calif. 

April 1952: On April 15 narcotic agents, customs agents, and San Diego police 
seized 64 cans of smoking opium and arrested Ben Tue Wong, Henry Wing Young, 
and George Raphaeli. 

August 1952: On August 17 a narcotic agent working undercover purchased 
33 ounces of smoking opium for the sum of $1,250 from Jose Cazares. On August 
21 Cazares, Fernandez Morales, Jorge Escobosa Favela and Ignacio Martinez 
Chavez were arrested as they attempted to deliver 166 ounces of smoking opium 
to the narcotic agent. Customs agents collaborated in the development of this 
case. 

Mendota, Calif. 

On October 3, 1952, narcotic agents and deputy sheriffs arrested Manuel Lopez 
Beltran and Ray Martinez, the latter a citizen of Mexico, after they had delivered 
thirty 5-tael cans of smoking opium to an undercover narcotic agent. On Septem- 
ber 28, 1952 Beltran had furnished the narcotic agent with 1% grains of heroin as a 
sample. The price of the opium was to be $250 a can, but the arrest was effected 
before the payment was required. The opium was of Mexican origin. Beltran’s 
source of supply is believed to have been identified as a Mexican citizen. 

San ger, Calif 

On November 14, 1952, narcotic agents arre sted Octavia Romero Ramirez, a 
smuggler from Ensenada, Mexico, and seized from him 16 cans of a opium 
totaling about 100 ounces. The seizure was effected at Sanger, Calif. Also 
seized was the automobile in which the contraband was being transported. 

Seattle, Wash. 

Lawrence E. Brown was sentenced to 15 years in prison for violation of the 

narcotic laws. Brown was the largest narcotic trafficker in Seattle. 


Honolulu, Hawaii 


On August 15 and 16 narcotic agents in cooperation with the Honolulu Police 
Department arrested 18 persons for violation of the narcotic laws and seized 7 
automobiles. These arrests were the result of 3 months undercover work by 
narcotic agents. 


SUFFICIENCY OF APPROPRIATION 


Senator MaysBank. You are satisfied this is sufficient money to 
enforce the narcotics law? Of course, it is really never enough. I 
should not have used that word. Do you think you can get along 
satisfactorily on the figure recommended in the revised budget esti- 
mate? 

Mr. Cunnineuam. I think we will be able to do the same job the 
coming year we have this year with the same amount of money. 

Senator Maypank. Do you have sufficient funds for the purchase 
of evidence? 

Mr. CunnINGHAM. I would say so. 

Senator Mayspank. How much more would you need? 

Mr. CunnincuaM. That is very hard to answer because you cannot 
anticipate the cases you may have to work on during the year. | 
would say, however, at this time out of the appropriation given us 
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for this fiscal year amounting to $240,000 we have spent $198,000 up 
to the end of March, which leaves us $42,000 for the remainder of the 
fiscal year. 

NARCOTIC IMPORTS 


Senator McCarruy. Do you think the flow of narcotics into this 
country is increasing? 

Mr. Cunnincuam. Mr. Chairman, I would say that it is probably 
at a level. We are not having too much trouble in purchasing 
narcotics when we get sufficient information. Since the Congress 
gave us additional money in 1951, which permitted us to increase our 
force and have more money for operations, we have directed our efforts 
to the so-called source of supply, both here and abroad. We have 
had, I think, quite a bit of success 

Appended to the statement submitted for the record are some cases 
which have been made which indicate we have gone to the source of 
supply 

Senator Mayank. If you are going to list the cases where you went 
to the source of the narcotics being sbipped to this country from Asia 
and the Orient, should it not be off the record? 

Mr. CUNNINGHAM. Senator, these are cases which have been made, 
processed and finished 

Senator MaYBANK. What about future cases? 

Mr. Cunninauam. We are not going to say anything about those 
which are in process. These are concluded. Mr. Mitchell is in charge 
of enforcement in the Bureau he can give you a brief outline of these 
cases and how important they were, if you care to listen. 

Senator McCarrny. I think that is a good suggestion. 

Senator Maypank. I was only thinking about current cases. 


SALE OF NARCOTICS TO AID COMMUNIST MOVEMENT 


Senator McCarruy. I think we would agree it would be unwise 
to discuss any pending cases, but it is a good thing to go over a few of 
these typical cases. Before we start,,1 wish to point out that the 
Amtorg ‘Trading Corp. has been supplying or dumping furs into this 
country for some time and using the money in connection with espio- 
nage activities as well as helping to pay the cost of the Communist 
movement. That has been quite thoroughly exposed. Here lately 
we have been hearing considerable rumor to the effect that the sale 
of drugs in this country, opium particularly, is furnishing the funds 
for the Communist movement. Do you know anything about that? 


OPIUM FROM RED CHINA 


Mr. Cunninauam. There is no question but what we are now 
getting some narcotics from Red China. Up to the present time the 
greater portion has appeared on the Pacific coast. The purity of it 
is rather high. It is heroin. 

We have reliable information that Red China, as far back as 2 years 
ago, had 500 tons of opium. They attempted at that time, through 
other people, to sell some of that opium in the United States legally, 
which we turned down. We have never issued any permits to import 
opium from China. 








Ip 
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Senator McCarruy. Five hundred tons is a tremendous amount 
of opium, is it not? 

Mr. Cunnineuam. That is more than enough to do the world for a 
year for medicinal purposes. 

Senator Mayspank. Where is it? 

Mr. CUNNINGHAM. It is in Communist China. 

Senator McCartruy. Except what they have smuggled in? 

Mr. Cunnincuam, There has not been too much opium smuggled 
in, as such, because there is more money in heroin. It is so much 
lighter that you can get in the same space 20 times as much heroin as 
opium. 

Senator McCarruy. Your task is to pick up the offenders and try 
to break the back of the illegal narcotics trade. I do not suppose one 
of the functions of your department is to check what the funds are 
being used for. We have been very interested in some of our com- 
mittees in regard to the use made of the money earned from the sale 
of narcotics purchased from Red China and other Communist-con 
trolled nations 

Mr. Cunninauam. | do not follow you exactly. 

Senator McCarrnuy. Let us say that John Jones is picked up, and 
you prosecute and convict him. i assume your job is done. You 
are not concerned with what he does with the money that he receives 
from the sale of narcotics. 


COST OF HEROIN 


Mr. Cunnrncuam. We do not follow that up. Of course, thes 
drugs, which are coming from Communist China were gotten in her« 
mostly by personalized smuggling. An ounce of heroin is about half 
as thick as an ordinary pack of cigarettes. An ounce of pure heroin 
will bring in this country, to a dealer, six or seven hundred dollars. 
Then if he cuts it three times or dilutes it three times, you have 
$2,100. By the time the addict gets it, it costs three or four thousand 
dollars. 

The chief sources of supply for herom have been in the Middle East. 
Opium is produced in Turkey, Yugoslavia, Lran, and India 

Senator Maynank. How about Italy? 

Mr. Cunnincuam. Italy does not grow opium. Italy has been the 
chief source of heroin; up until a short time ago for practically 90 
percent of it. For many years Italy manufactured heroin legitimately 
and there was a great deal of diversion of legitimately manufactured 
heroin which later found its way into the hands of racketeers anc 
finally into the United States 

As a result of the Bureau’s efforts over a number of vears, a large 
number of convicted violators were deported to Italy. Those people 
know the narcotic traffic from A to Z and they are the people who were 
responsible for much of the diversion. 

Senator McCarruy. Is there any evidence of an organized effort in 
which the Mafia or any organization might be involved? 

Mr. CunninGcHAM. We have no doubt but that the Mafia is engaged 
in the illicit narcotic traffic in this country. 
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Senator McCarrry. I am not sure if I made my question clear 
before. As you know, the Amtorg has been pretty well wrecked now 
as an organization. The FBI picked up five alleged Russian agents, 
who were officers in Amtorg. They had been dump.ng furs in this 
country and using the money to purchase Geiger counters. Do you 
have any idea where they are getting their money now since we have 
discontinued the fur trade from Russia and Red China? The reports 
we receive indicate they may be getting some of the funds from the 
narcotics trade. 

I wonde red if you have any thought on that? 

Mr. Cunnincuam. We have no information about Amtorg. 

Senator McCarruy. I do not mean Amtorg. The back of that 
corporation has been broken. We know that one source of their funds 
has been dried up for any espionage or sabotage work in this country. 
The important question is where they are now getting theirmoney. | 
assume your job is not to run down that particular question. Once 
you apprehend the man who is smuggling in the drugs your job is 
finished. Is that a correct statement? 

Mr. CunnInNGHAM. Smuggling is primarily the duty of the Customs 
Bureau at the ports. We work very closely with customs and give 
them such information as we obtain. We get quite a bit of informa- 
tion out of Europe. 

LIAISON WITH FBI 


Senator McCarruy. How about your liaison with the FBI? Let 
us say you pick up John Jones and find he has been smuggling heroin 
in sizeable quantities. You succeed in getting him convicted. You 
know it is coming from Red China. When you arrive at that point 
does the FBI or anyone else pick up the case? 

Mr. Cunnineuam. We do business with the liaison man at the 
FBI. If we have information it is transmitted to the FBI promptly. 

We know heroin is coming from Communist China and is brought 
in by seamen or employees on the ships or maybe by some passenger. 
It is never brought in in any quantity such as in a box as large as this 
table. 

WORTH OF OPIUM 


We just recently picked up 36 ounces which would have been worth 
many thousands of dollars in this country. A Chinese brought it in 
and he obtained it in Hong Kong. It came from Tientsin, China. 

Senator McCarruy. That 36 ounces would be worth over $20 ,000 
would it not? 

Mr, CunniInGHAM. Yes, sir, to a wholesale dealer. When it was 
cut and sold to the consumer it would be worth many, many times 
that amount. 

Senator Maysank. How would he smuggle it in? 

Mr. CunNnINGHAM. Some of them bring it in in belts. A seaman 
coming in can put 12 or 15 ounces around his body. If the ship stays 
in port these seamen are coming and going all the time, so it would 
take the Army to search everybody. 
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EFFECT OF MCCARRAN-WALTER AC 


Senator McCarruy. Has the McCarran Act restricting the free 
movement of seamen in this country in certain circumstances been 
f any assistance in your particular work? 

Mr. CunNINGHAM. We have not noticed it as yet. We have work ced 
out a plan with the Coast Guard, which handles all seamen’s regis- 
trations and papers. If we get any information at all about seamen 
being involved in narcotic violations anywhere in the world we turn 
it over to the Coast Guard. If the seaman has been engaged in that 
kind of activity bis papers are taken away from him. ‘This procedure 
is going to be very helpful. I think a lot of the honest seamen are 
just as much in favor of it as we are, because they do not like it 

Senator McCarruy. You are going to give us some of the typical 
cases. Is that right? 


COOPERATION WITH EUROPEAN POLICI! 


Mr. Mircne.y. We have some men in Europe who help cut the 
source off before it gets into this country. We work with the Euro- 
pean police. For mstance, here is a case in Paris that we worked 
on with the Paris police and closed up a clandestine factory there 
All the heroin that is manufactured in Europe is destined for the 
United States. We closed up a factory in Marseilles. Ve closed 
up another factory down in Milan, Italy. Our agents go right in and 
work under cover and buy these narcotics. 

Senator Maysnank. How many people do you have working over 
there? 

Mr. Mircuextyu. Four agents. We arrested 2 Turks with 5% kilo- 
grams of heroin in Milan. Ir Salerno there was a rather unusual case. 
There was a fellow named Giannini. He has been high in the council 
of the Mafia for years. He was under indictment in New York for 
conspiracy. 

Senator Maypank. Do you think that ought to be in the record? 

Mr. Mircneuu. He is dead. He came back to this country. He 
approached a special employee of ours in New York not knowing that 
the man was a spec ‘ial employee and made him a proposition to go to 
Italy and get 4 kilograms of heroin which Giannini had left in some- 
body else’s handle. This special employee came to our agents with 
that story. The special employee told Giannini he could not go, but 
his nephew could. A narcotics agent posed as the nephew. The 
agent flew to Italy and registered in a certain hotel according to 
instructions. The 4 kilograms of heroin were delivered to him. 

At the time of the delivery the people in Italy were arrested, one of 
whom was Giannini’s brother-in-law who had been deported from this 
country after serving time for narcotics violations. 

As an aftermath of the case we arrested Giannini in New York and 
he was released on bond. Apparently there was some double cross 
in the way he got the heroin in Europe and Giannini was murdered in 
New York last September, a typical gangland murder, shot down on 
the street at 2 or 3 o’clock in the morning. 

There are a number of other cases. There was a case of seizure 

Trieste of some 10 kilograms of morphine and heroin which had 
come from Yugoslavia. There are a number of cases. I will not 
take up your time going through all these. They are typical cases. 
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ORGANIZED SMUGGLING LIMITED 


Senator McCarrny. Is this pretty much individual smuggling? 
Do you find any organized attempt to dump the drugs in this country? 

Mr. Mircneny Only organized in this sense most of the narcotic 
traffic is in the hands of the Sicilian Italians. They make up the 
Mafia which is a loosely knit organization, but ‘to that extent it is 
organized. Mostly, smuggling is conducted by individual seamen. 
The heroin has been very easy to buy in Europe. <A shady seaman 
will make a connection in New York, or somebody will connect with 
him and say, “Bring me about 5 ounces of heroin,” which he buys in 
Europe and makes a tremendous profit on when he turns it over in 
this country. 

Senator McCarruy. Is it the opinion of your department that the 
traffic in narcotic smuggling is conducted sole ly because of the money 
motive, or is there any organized attempt to dump a lot of drugs in 
this country? 

Mr. Mrrenety. We have seen no organized attempt, no indication 
of that 

Senator McCarruy. How about Lucky Luciano? Is he still in 
the business over there? 

Mr. Mirenetu. He is in Naples. As to whether he is in the 
narcotic business, Luciano traded in women, and I imagine he would 
not hesitate to trade in narcotics. 


N. COOPERATION 


Senator McCartruy. How much cooperation are you getting from 
other nations? I note the Commissioner is over at the U. N. today. 


How much help do you get from the United Nations? 

Mr. Mircuexi. We get considerable. There is a proposed treaty 
now that I think will do more to solve the narcotic problem than any- 
thing else. That is to limit the world production of opium to the 
quantities required for the medical needs of the world. Then you do 
not have that surplus that is bound to go into illicit channels. That I 
think would go far toward solving our problem. 

Senator McCartruy. Would you care to give us 1 or 2 more typical 
cases! 

Mr. Mrrcnsxu. I had about completed with our European cases 
except there is 1 case here that has to do with 6 kilograms of heroin 
seized at Aleamo, Sicily. The principal figure was a fellow named 
Coppola. He is an oldtime Mafia narcotic peddler de porte «d from the 
United States. Instead of being on the receiving end he is on the 
shipping end. 

We had a case in New York, a rather interesting case, last August. 
Our agents saw a man who was acting suspiciously, and followed him 
for some time, saw a pass made of a canvas bag. They knew people 
who had passed it and knew the business they were in. They picked 
this fellow up. He had a hundred ounces of heroin. He was from 
Cleveland and had come to New York to get heroin. 
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DISPOSITION OF SEIZED DRUGS 


Senator McCartruy. What do you do with the drugs you receive? 
Stockpile them for medical purposes? 

Mr. Mircue yi. Once we are finished with the drug as evidence it 
is ship] ed into our Drug Disposal Committee in Washington. We 
have two men who j process those drugs as to what can be used for 
medical purposes. That is put into the national stockpile. The 
balance is destroyed. 

Senator McCarruy. How about the quantum of proof required to 
get a conviction? As I recall, the Department at one time took the 
position that unless there is an actual purchase, they would not have 
a courtroom case. Is that right? 


METHOD OF CASE BUILDING 


Mr. Mircue vu. It did not go quite that far. We take this position: 
that we are pretty well hamstrung in some respects on search and 
seizure. We put our men in undercover. They go right into the 
councils of the underworld. They make friends with these people. 
They get into their confidence and buy the narcotics. With this pro- 
cedure you do not have much of a prob lem when you go to court. 
The man finds out that he sold to a narcotic agent and a lot of time is 
saved for the courts because they plead guilty. We find that is the 
best way to make a case. We do not make them exclusively that way, 
however 

Senator McCarruy. There is a bill introduced or being introduced 
legalizing wiretapping in cases of espionage and sabotage. To what 


extent would it help your Department if you could use wiretaps in 
certain cases and be able to use that in evidence? 

Mr. Mircne ty. We would certainly obtain a lot of information by 
that method 


QUESTION OF LEGALIZED WIRETAPPING 


Senator McCarruy. It might be something that we should keep in 
mind while we consider the law legalizing wiretapping. Perhaps it 
should be extended to include narcotics. 

Would you think so, Mr. Cunningham? 

Mr. CunninGcuam. I would agree. It is very valuable in obtaining 
information. These dealers who are at the top in this traffic who 
handle the money rarely ever touch these drugs. They will talk about 
it sometimes, though. The deliveries are made by the lesser lights. 
It is the top men that we are atten: 

The reason for submitting these cases for your consideration was to 
show you we have been directing « our efforts mainly to the source of 
supply, internationally as well as nationally, leaving the cases which 
do not involve interstate traffic in the United States to the local 
authorities just as much as we can. We just do not have the men or 
the money to run down all of those matters. 

Senator McCarruy. I gather from what you said that the top man 
very seldom has the drug in his hands. Unless you can catch the 
individual with the drug on him, vou have difficulty getting a convic- 
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tion. That would seem to indicate if we can legalize wiretapping, you 
might have more luck in getting the top man as well as the peddler. 
Mr. Cunnincuam. That is unquestionably true. 








FURTHER DISCUSSION ON ADEQUACY OF APPROPRIATION 

















Senator McCartrnuy. Do you think the amount of money in the 
estimate here is sufficient for your department to adequately do 
its work? 

Mr. Cunnrncuam. I will have to repeat that we will do as much 
with that amount this coming year as we have the present year. 
When Congress increased our appropriation materially which per- 
mitted us to add some 90 to 100 agents, and furnished us more money 
for operations, and more money to purchase evidence which went 
into effect in November 1951, we immediately started employing 
those agents. It takes some time to train these men in this work, 
teaching them to get into the councils of those people. Those boys 
are rolling now. 

We have heretofore spent all but $40,000 of our purchase money, 
this fiscal year. I have no doubt but what we are going to be pretty 
well broke before the year ends. We have not been able to maintain 
275 agents with the money which Congress appropriated. At one 
time we had 267, and today we have about 255. We are not going 
to fill any of those vacancies because, obviously, we had better have 
less men and more money to operate during the remainder of this year. 
Commencing July 1 we will fill as many of those vacancies as possible. 

Senator McCarray. Roughly, what is the value of the drugs which 
you seize? Let’s put it this way—What is realized from the drugs 
you seize in the average year when they are processed, conside ring the 
ones that can be used and turned over to the medical profession? 

Mr. Cunnineuam. It would be difficult to give you a correct 
answer. We rarely ever salvage heroin; we burn it. 





MEDICAL 


Why is that? 





USE NIL 





Senator McCarrny. 
profession? 

Mr. CunniINGHAM. Because it is diluted with so many various 
substances and made in clandestine factories. If you employ a 
manufacturer here today to work the morphine out of ‘that, you have 
not enough left to pay for the operation. It is just a waste of time. 
The opium which we get in sufficient quantities is turned over to the 
stockpile for recovery of the morphine content. 

In addition to that, we have control of the narcotics in the legitimate 
traffic in the United States. This is quite important. There is quite 
a bit of that that comes into our Bureau. That is all turned over for 
reworking. It will not run into a large amount but it is valuable and 
none of it is wasted. 

Senator Mayspank. How much money does it amount to? 

Mr. Cunnincuam. We have not figured that out. After the war 
the Bureau of Narcotics handled all of the surrendered narcotics 
from all the theaters of war all over the world, all of which was tax- 
paid narcotics. That has all been processed and turned over to the 


stockpile. That is a matter of record and has been mentioned in the 
hearings before. 


Is it not useful in the medical 
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Senator MaysBanxk. You asked for so much money for these 275 
agents. How much money would you get back from the usable 
medical goods they seized? 

Senator McCartuy. That money does not come back to your 
department? 











SEIZURE OF AUTOMOBILES 





Mr. Cunnineuam. No. We seized 550 automobiles last year in 
our enforcement work, and we turned over to the Treasury for the 
sale of those cars which we did not use ourselves about $85,000 or 
$90,000. It went into the general fund. 

Senator McCarruy. I will not press you on this, but I am curious 
to know if you could give us a rough figure, as to the amount received 
by the Treasury as a result of your operations, either confiscated 
automobiles or the drugs that, are sold. If you cannot give us that 
figure it will be all right. 

Mr. CunninGuaM. | am not so certain it is not in this group of 
papers here. It is all in here with the exception of the drugs. 

Mr. Mrrcue.yi. Those automobiles were worth $600,000. 

Senator McCarrny. It would appear that your Department is self- 
sustaining to some considerable extent. 

Mr. CunninaHam. With the revenue, the tax on opium, the com- 
promises, I would say that it would just about balance off. 

Senator McCarruy. Actually, your Department is not costing the 
taxpayer anything at all. 

Mr. CunnincHam. No, sir. It is not costing the amount appro- 
priated. 

Senator McCarruy. The money received all goes into the general 
fund? 




















ANTICIPATED RECOVERY 








Mr. CunninaHam. Yes. The Congress passed a law 3 years ago 
with reference to moneys used in the purchase of evidence and recov- 
ered and having served its purpose in court it could then be deposited 
back to our appropriation. I think this year we will recover probably 
$15,000 which we must use before June 30 if we are to have control 
of it. Otherwise it goes back into the general fund. 

Senator McCarruy. I understand your testimony to be that an 
agent has to spend a thousand dollars or more to purchase drugs and 
get evidence. Then when that drug is disposed of the sale price of 
the drug does come back to your Department rather than going into 
the general fund? 

Mr. CunninaHAM. No. You misunderstood. If we bought a 
thousand dollars worth of heroin from A and then arrested him and 
recovered that thousand dollars, when we were finished with it for 
evidence we could deposit it to our appropriation current at the 
time but it would expire as of June 30. 
























AMOUNT REQUESTED FOR PURCHASE 








Senator McCarruy. How much are you asking here for purchase? 
Mr. CunninGHAM. The same amount as last year, $240,000. 
Senator McCarruy. How about the cooperation that you get from 
. > 
Customs and the various port authorities? 
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Mr. CuNNINGHAM. It is excellent. We get cooperation from people 
all over the United States, enforcement people all over the United 
States at all levels. If we did not I do not know what would happen. 

To give you an idea of it, and being a lawyer you will understand 
this: We have less than 2 percent of the enforcement agents in the 
United States Government and we account for about 13 percent of 
the prisoners in the penitentiary. 

Senator Maysank. You get it from the local police? 

Mr. Cunnincuam. From everybody. 

Senator MayBank. The local police would be the main help? 

Mr. Cunnrnauam. Yes, and the State police. 


WORKLOAD 


Senator McCarruy. I wish you would furnish for the record the 
latest information on the workload. ° 

Mr. Cunnrncuam. As of today or the first of the year? 

Senator McCartuy. The first of the year. 

Mr. CUNNINGHAM. It is here in the record. That is, up until the 
close of the last fiscal year. Beginning July 1, 1952, we had 11,805 
cases pending 

Senator MayBank. What do you mean, to be prosecuted? 

Mr. CunninGHAM. To be investigated. 

Senator Maysank. How many do you have for prosecution? Do 
you do that with 275 people? 

Mr. Cunnincuam. We have 255 now. ‘The cases that were com- 
pleted for prosecution last year were 4,281. 


AVERAGE PRISON SENTENCE 


Senator McCarruy. How is your percentage of convictions? 

Mr. Cunnincuam. About 95 percent. I! am happy to say since 
the Congress passed the Boggs Act, the sentences throughout the 
country average 42 months now as opposed to 18 months 4 years ago. 
That act went into effect in November 1951. This act makes the 
minimum sentence for second offenders 5 years, for which there is no 
probation. A third offender gets 10 years and no probation. 

Senator McCarruy. | understand you aiso run the hospital at 
Lexington. 

Mir. Cunnineuam. No, sir. That is under the Public Health 
Service. There is also one at Fort Worth. 

Senator McCarruy. What, if anything, do you have to do with 
that hospital’ 

Mr. Cunninauam. We do very little. Sometimes they will ask 
our agents down in Kentucky to make some investigation regarding 
smuggling into the institution. 

Senator McCarruy. Would you ,know offhand what age groups 
predominate in Lexington? 

Mr. CunNrINGHAM. | saw a report the other day. The average age 
in Lexington for the inmates is about 40, maybe 42. The group 
from 24 or 25 up to 35 would predominate. 
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QUESTION OF JUVENILE ADDICTS 


Senator McCartuy. How about teenagers? 

Mr. CuNNINGHAM. The teenagers are dropping off. But I am not 
prepared to say what is bringing that condition about. I do say that 
we do not get the complaints that we did about young people 2 years 
ago. It may be in certain localities that they are taking care of 
their own cases, which I think they should do rather than ask the 
Government to do it all. We have urged all of the States and cities to 
enact legislation for enforced hospitalization of narcotic addicts. In 
other words, if you do away with the demand your supply is going 
to decrease in direct ratio. In some places they have hospitals. 

Senator McCarruy. | understand there are normally around 4,000 
patients at Lexington 

Mr. CunninGuam. No, sir. The report I had the other day, | 
think, shows they have 1,334 

Senator McCarruy. I meant the average annual admissions 

Mr. CuNNINGHAM. I would have to look to see about that figure 

Senator McCarruy. Addicts can go voluntarily? 

Mr. CunNINGHAM. Yes, sir. 

Senator McCartruy. Do you know what percentage of voluntary 
patients? 

Mr. Cunnineuam. No, sir. They operate under a law which gives 
the institution no right to give out such information as that. They 
cannot tell us whether a person is a voluntary patient or not, unless we 
show them the man is a fugitive. 


) 


EFFECTIVENESS OF CURE 


Senator McCartuy. How effective is their cure? 

Mr. Cunnineuam. That is a debatable proposition. They do not 
have much recheck on those fellows after they are released. My 
experience over Many, many years indicates the percentage cured is not 
very high. 

Senator McCarrny. It isa temporary cure. 

Mr. Cunnincuam. That is right. A lot of addicts revert to the 
use of narcotics after being cured. 

Senator MayBank. If the teen-agers are dropping off at Lexington 
that means they.are using less. 

Mr. CunninGuam. I would say there is a decrease. Local authori- 
ties may be taking care of their own addicts after all the publicity 
which happened 2 vears ago. Last month, and I guess it is all right 
to speak of this for the record, there were 25 admitted under the age 
of 21. That is too high, but it is a lot better than it was. 

Senator McCarruy. Senator McClellan, do you have any ques- 
tions? 

Senator McCLe.uan. No. 

Senator McCarruy. Senator Maybank? 

Senator Maybank. No. 

Senator McCarruy. You have covered everything, gentlemen? 

Mr. Mircue tt. I think so. I think the rest is in the record. 

Senator McCarruy. Senator Bridges, we have no questions of these 
men unless you have. 

The next witnesses will be the Secret Service. 
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UnitreD States SECRET SERVICE 


STATEMENTS OF U. E. BAUGHMAN, CHIEF; GEORGE W. TAYLOR, 
ADMINISTRATIVE OFFICER; AND WiLLIAM D. CAWLEY, SPECIAL 
AGENT IN CHARGE 


REVISED ESTIMATE 


Senator McCarruy. For the record, identify yourself and your 
position, please. 

Mr. Baueuman. I am the Chief of the United States Secret Service. 
Mr. Taylor is the administrative officer. Also here is Mr. Cawley, 
who is the specio! agent in charge of our guard force. 

Senator McCarruy. Mr. Baughman, what we have been doing to 
save the time of the committee and the time of the witnesses is to 
introduce the entire statement of the witness in the record at the out- 
set. Instead of reading it, you may cover what you think are the 
highlights of your statement, and the Senators will interrupt freely to 
ask questions, rather than wait until you read the entire statement. 

I may say for the record, the revised estimate for the fiscal year 1954 
for the Secret Service is $2,500,000 as compared with $2,725,000 
appropriated in 1953, or a decrease of $225,000. 

In the 1954 printed budget the request is $2,725,000, which is the 
same as appropriated in 1953. 

We have some documents from the Treasury Department and some 
estimates as well as other material to go into the record at this point. 
These will all be introduced into the record along with your statements. 

(The documents referred to follow:) 


SALARIES AND EXPpEeNsEs, U. 8S. Secret SERVICE 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


1954 printed budget Reductions estimates 


verag Average Average | 
Average Amount | Average A mount B 


positions positions positions Amount 


1. Suppressing counterfeiting and 

investigating check and bond 

forgeries 2, 548, 778 225, 000 : 2, 323, 77 
2. General Administrative Services 128, 322 128, 322 
3. Executive direction 47, 900 47, 900 


Total 2, 725, 000 7 225, 000 382 2, 500, 000 





TREASURY AND POST OFFICE APPROPRIATIONS, 1954 165 


EXPLANATION OF REDUCTIONS 
1. Suppressing counterfeiting and investigating check and bond forgeries 
Reduction in personal services and related costs due to economies in 
law enforcement activities: 


Personal services ; $201, 000 
Other objects supporting personnel 3 ‘ 24, 000 


Total reduction ; t 225, 000 


Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act ide $2, 725, 000 
Supplemental appropriation for 1953 


Total appropriation, 1953 2, 725, 000 
Reductions: 
1. Suppressing counterfeiting and investigating check 


and bond forgeries $20, 000 
Adjustment to base 20, 000 
Appropriation base for 1954 2, 705, 000 
Increase over appropriation base for 1954 20, 000 
Appropriation estimate for 1954 2, 725, 000 


Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base Appropriation esti- Increase or decrease 
for 1954 mate for 1954 a 
Activity " 
Average A verage i A verage 
positions Amount positions Amount positions Amount 
1. Suppressing counterfeiting and in- 
vestigating check and bond for- 
geries 393 | $2, 528, 778 393 | $2, 548, 778 +-$20, 000 
2. General administrative services 30 128, 322 30 128, 322 
Executive direction 6 47, 900 6 47, 900 
Total 429 2, 705, 000 429 2, 725, 000 +-20, 000 
Adjustment in base +-20, 000 20, 000 
Total appropriation, 1953, and 
appropriation estimate for 1954 429 2, 725, 000 429 2, 725, 000 


SALARIES AND ExpENSES, WuitEeE Hovse Po nice, U. 8S. Secret Service 


Analysis of reductions recommended in 1954 budget estimates 
‘ 7 ? % 


1954 revised budget 


1954 printed budget Reductions . 
estimates 
Activity 
A verage | Average A veragé 
positions Amount positions Amount positions Amount 
1. Protection of White House and 
Grounds 163 698, 000 18 68, 000 145 630, 000 


EXPLANATION OF REDUCTION 


Reduction of 18 policemen and related costs resulting from the reduction of 
posts to be covered. 
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Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 Act : ; $698, 000 
Supplemental appropriation for 1953 







Total appropriation, 1953__- 698, 000 


Appropriation base for 1954 : 698, 000 


Increase over appropriation base for 1954__- none 


Appropriation estimate for 1954 é ‘ 698, 000 








Comparison of appropriation base with appropriation estimate for 1954 










| 
Appropriation base Appropriation esti aeoerene Bees 
for 1954 mate for 1954 Increase or decrease 









| 
A verag A verag Ver: re 
it re Amount sesibians Amount tas a Amount 















Protection of White H 
grour 


Adjustment 


and 16; $698, 000 163 $698, 000 





Total 163 698, 000 163 698, 000 










SALARIES AND EXpENSEs, GvarRpD Force, U. 8S. Secret SERVICE 








Analysis of reductions recommended in 1954 budget estimates 


1954 printed budget Reductions 1954 revised budget 
estimates 











Average verage verage 
a A mount A ae Amount 7 


positio positions 


Amount 










positions 





119 $430, 000 —19 — $55, 000 100 $375, 000 








EXPLANATION 





OF REDUCTION 








A reduction of 18 guards and 1 clerk with related expenses resulting from the 
discontinuance of certain duties of the Armored Truck Unit and elimination of 
two posts in the building protection service. 


Original analysis of appropriation base for fiscal year 1954 







Regular appropriation, 1953 act $465, 000 
Supplemental appropriation for 1953 






Total appropriation, 1953 4 bua 465, 000 
Reductions: Safeguard Government securities and protec- 
tion of Treasury buildings- -- .. —$36, 500 
Adjustment in base (net) ; 36, 500 





Appropriation base for 1954__- ‘i i : 428, 500 
Increase Over appropriation base for 1954 d 1, 500 






Appropriation estimate for 1954- -- a js 430, 000 


35, 000 





Decrease from total appropriation, 1953- 
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Comparison of appropriation base with appropriation estimate for 1954 


O00 
Appropriation base Appropriation esti- 
for 1954 mate for 1954 Increase or decrease 
' Activity — 
10 A A 
verage verage A verage 
oun ic 10 
positions Amount positions Amount positions Amount 
10 = 
i€ sas 
Safeguarding Government securities 
and protection of Treasury build- 
0 ings =e g | 119 $428, 500 119 $430, 000 +-$1. 500 
Adjustment in base +10 +36, 500 10 36, 500 
Total 129 465, 000 119 430, 000 10 35, 000 


STATEMENT OF U. E. BAuGHMAN, CureF, UNITED STATES SECRET SERVICE 


Mr. Chairman and members of the committee, I am appearing in support of the 
appropriations estimates for the United States Secret Service, the White House 
Police, and the Uniformed Guard Force, for the fiscal year 1954. 

The revised amount requested for the three appropriations as the result of a 
review of the original 1954 budget request amounts to $3,505,000, a decrease of 
$348,000 under the previous request of $3,853,000 and $383,000 under the 1953 
appropriation of $3,888,000. 

The reductions in the original request are as follows: 





| > 

: : | Original Revised 1 , 

Appropriation title request | request Decrease 
Salaries and expenses, U. 8S. Secret Service | $2, 725, 000 $2, 500, 000 | $225, 000 
Salaries and expenses, White House Police 698, 000 630, 000 | 68, 000 
Salaries and expenses, guard force 430, 000 375, 000 55, 000 
Total 3, 853, 000 3, 505, 000 348, 000 


SECRET SERVICE 


Under the provisions of title 18, United States Code, section 3056, as amended, 
the Secret Service has three major duties: 

(1) Protection of the President of the United States and members of his 
immediate family, the President-elect, and the Vice President at his request; 

(2) Suppression of counterfeiting of paper money, coins, stamps, and bonds 
and other obligations and securities of the United States: and, 

(3) Suppression of the forgery and fraudulent negotiation of Government 
checks and bonds. 

The estimate for this appropriation for the fiscal year 1954 is $2,500,000, a 
decrease of $225,000 below the 1953 appropriation of $2,725, 000. 


943 » 
Activity ! — 1954 request Decreast 
? priation | 

1. Suppressing counterfeiting and investigating check and 
bond forgeries $2, 548, 778 $2, 323, 778 $225, 000 
2. General Administrative Services - . . 128, 322 128, 322 None 
3. Executive direction 47,900 | 47, 900 None 
Total___. il . 2 725, 000 | 2, 500, 000 225, 000 


In order to effect this economy 37 agent positions with related expenses and 
10 clerk positions have been eliminated in the 1954 request, resulting in a reduc- 
tion in average employment from 429 to 382. 

Since additional funds are not requested for within-grade promotions required 
by law, it will be necessary to meet this obligation by further reducing personnel 
for the fiscal year 1954. In other words, if the full amount requested is allowed, 
we will still face a further reduction in average employment. 

i Last year agents worked 85,000 hours of voluntary, uncompensated overtime. 
This is the equivalent of 45 men, the cost of which would be approximately 
; 
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$225,000 in salaries if paid by the Government. Employees forfeited 12,101 
hours’ annual leave, an average of 3.5 days per employee, the equivalent of 
$35,744.95 

At the beginning of the fiscal year 1953, we had 9,952 cases on hand and as of 
February 28, 1953, this backlog was reduced to 8,485 cases. This workload is 
more than double what it should be with our present small complement of 
personne l. 

During the fiscal year 1952 we received 39,884 cases, making a total of 52,416 
cases to be investigated During this same fiscal year, 42,464 cases were closed, 
averaging 15.7 cases per month for each of the 225 agents engaged in investigative 
work in our 57 offices in the United States, Puerto Rico, and Hawaii. 

During 1952 our agents arrested 2,687 persons for offenses under our jurisdic- 
tion, with 98 percent convictions in all cases that went to trial, or a total of 2,422 
individuals. Counterfeiters received an average of 3% years in jail, check forgers, 
14 vears, and bond forgers, 3 years. 


Check forgery cases 


The forgery and fraudulent negotiation of Treasury checks continues to be 
our biggest criminal-enforcement problem. 

For the fiscal year 1952 the Secret Service had on hand and received 37,595 
check forgery cases and closed 30,091, involving $2,385,750.50, and arrested 2,144 
persons for this offense, 

Families of servicemen were hit hardest as forgery victims, with allotment and 
allowance checks constituting 21 percent of all check cases investigated; income- 
tax-refund checks 20 percent; Veterans’ Administration checks 13 percent; 
social-security checks 11 percent; salary and travel checks 5 percent; and the 
balance, miscellaneous 

The mere mention of our backlog of 5,915 forged check cases on February 28, 
1953, does not reflect the time and effort required of our agents to make these 
investigations. I would like to tell you briefly about one case in South Dakota 
involving the forgery of a Treasury check. The suspect was an Indian woman 
living at Cherry Creek, 8. Dak., near the Cheyenne River. The agent started 
for the Indian village which was on an unmarked road. At Plum Creek he found 
a bridge had been washed away. A farmer told him the Indians across the river 
had a boat, and the agent walked upstream and ealled to the Indians on the 
opposite bank, but the boat was not there. The agent locked his equipment in 
the trunk of his automobile, removed his outer clothing and rolled it up with his 
ease file and gun inside, then held the roll over his head and swam across the 
river to the Indian village. At the village he learned the Indian woman had 
married and now lived 15 miles downstream. The agent went there, only to 
find that the family had moved several miles into country so rough it could be 
reached only on foot or on horseback. With a borrowed horse he went to the 
new location and obtained a confession from the Indian woman. 

This is but one of the thousands of cases which we must investigate, and | 
think it will help to show that a forged or altered check case is more than a 
statistic, and that even a routine case may require considerable time and labor 


Counterfeiting 


We received 1,210 counterfeiting cases in 1952 in comparison with 1,134 in 
1951. <A total of 205 persons were arrested for violating the counterfeiting laws. 
For the first 8-month period in the current fiscal year 872 counterfeiting cases 
were received and 90 arrests were made 

The committee will be interested to learn that due to the diligent and extensive 
efforts of our agents in the fiseal year 1952 in capturing nine counterfeiting plants 
before they were able to flood the unsuspecting public with large quantities of 
spurious money, the Secret, Service has greatly decreased the losses suffered by 
victims of counterfeit money. The total amount of counterfeit money seized in 
1952 was $773,930 as compared with $1,439,436 in 1951. Even with this noted 
decrease, $379,862 in bad money was passed on the public during 1952 in com- 
parison with $521,187 for the fiscal vear 1951. For the 8-month period July 1 
to February 28, 1953, we seized $199,585, of which $117,453 was passed on the 
public. 

Unrelenting vigilance is necessary to curb this activity. The decrease in coun- 
terfeiting was also largely due to the arrest of four Chicago counterfeiters in 
February 1952 which halted the widespread circulation of counterfeit $10 and 
$20 notes in major cities of the country. The makers of these notes were respon- 
sible during the past few years for passing approximately $1,500,000 on the 
public, and in addition, $800,000 of their product was seized before it could be 
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placed in circulation. The Chicago case was climaxed by the purchase of $100,000 
in counterfeit bills by an undercover agent \ll four principals were found 
guilty December 23 after a jury trial which started December 4, 1952. 

The fact that counterfeiting losses have greatly decreased does not mean that 
counterfeiters are not active. They are. The point is that the public has not 
been hit because the Secret Service has stopped the counterfeiters in their tracks 
I am pleased to report that for the first 8 months of the current fiscal vear, we 
have seized ten counterfeiting plants before their operators were able to get into 
production. Had these offenders succeeded in foisting their home-made 1, 5 
10, and 20-dollar bills on merchants and cashiers, the toll in counterfeiting losses 
would have been far greater 


Presidential protection 

Our Presidential protection functions have been very heavy during the past 
year due to the dual responsibility of protecting the President-elect as well as the 
President. This dual responsibility, amplified by extensive travel in both cases 
necessitated the diversion of investigative personnel to protective duties 

For the fiscal vear 1952 we received 2,535 cases relating to Presidential prot 
tion, in comparison with 3,629 received for the previous year During the past 
fiscal year 74 persons were arrested in these cases and 72 were convicted and sent 
to prison or mental institutions. 

Most of these cases involve persons who are mentally ill, ranging from manic 
depressives to homicidal maniacs. Many are transients, wandering from city to 
city, perhaps with Washington and the White House as their ultimate objective 
In some places transients are held only temporarily and are released while their 
minds are still in turmoil. Occasionally a patient escapes from a mental hospital 
and we then have to be more careful than ever, especially if he is inclined to blame 
the President or some other high Government official for his predicament 

Some of these unfortunates are often said to be ‘‘harmless,”’ but I think quali- 
fied psychiatrists will agree that the use of this term is not justified when applied 
to individuals with diseased minds. The “harmless’’ patient who is meek and 
submissive this afternoon may suddenly become violent and dangerous tonight, 
depending upon the nature of his illness, his environment, and his reaction to 
current events 

Numerous persons continually call at the White House demanding to see the 





President personally lor example, last spring a woman dressed in a riding habit 
appeared at the northwest gate riding a black mare, and was most ins on 
seeing tne President and the President onlv Another caller Was obsessed with 


the idea that he could kidnap Joseph Stalin and bring him to the United States, 
and insisted upon seeing the President to secure proper credentials 

Some of these mel! tally inbalar ced people have celtere d their attentiol ipon 
relatives ot Preside nts, who are of concern to the Secret service, as you know 
I think it is pertinent to point out that the position and responsibilities of the 
President of the United States are such that he cannot have what is considered a 


nor 





al life, home, or family relationship He has no choice as to where he lives 
He is a focal point for public and world attention. He is a slave to his office, 
being obliged to serve his country without cease at all hours and every day of the 
year. He can have very little privacy If he has voung children they are largely 
governed by protocol and cannot enjoy the freedom of the White House as they 
would a normal home 

Unlike most men, the President is unable to devote himself personally, as he 
might wish, to the care and protection of relatives for whom he feels responsi- 
bilities Because of this, and because the President is alwavs a controversial 
public figure, there are undoubtedly those who would harm the President by 
molesting or harming his close relatives who must live under the influence of the 
great office he holds. This is one reason why we are authorized to protect mem- 


bers of the President’s family. 


Equipment 

We are asking for 20 automobiles to replace a similar number in our present 
fleet. These cars to be replaced are all over 6 years old with a mileage of over 
60,000. The request represents less than one-third of the 64 automobiles eligible 
for replacement in 1954. It is pertinent to mention that most major underworld 
characters have new and speedy automobiles, a factor which adds to law- 
enforcement difficulties, especially in surveillance work 

As a matter of information, the cars assigned to the Secret Service average 
12,000 miles per year, and the operating cost, including depreciation and storage, 


is 5.75 cents per mile 
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White House Police 


The estimate for this appropriation for the fiscal year 1954 is $630,000, a 
decrease of $68,000 below the 1953 appropriation of $698,000. 
1. Protection of White House and grounds: 
1953 appropriation . $698, 000 
1954 request : : 630, 000 


seawod = ; Beh w 68, 000 

This economy will be effected through the discontinuance of four posts of duty 
around the clock which results in the elimination of 18 White House Police posi- 
tions with related expenses. 

The duties of the White House Police are to protect the Executive Mansion and 
grounds. This operation is closely allied with the personal protection of the 
President and his family while in residence and requires continual and close 
cooperation with the Secret Service agents assigned to personal protection duties. 
The additional compensation for working holidays, as provided by Public Law 
195, 82d Congress, is being absorbed in the fiscal years 1953 and 1954 through 
the reduction of three positions. 

On April 22, 1952, the White House was opened to the public daily, excepting 
Sunday and Monday, and the White House Police are now required to supervise 
and control crowds of visitors. 

In addition to manning their regular post of duty, there are many activities 
which must be supervised by White House Police, such as social functions and 
receptions, appointments kept by large groups, escort of persons not having secu- 
rity clearance, press conferences, and so on. 

It is necessary, to keep these officers at peak efficiency, to give them constant 
training in various phases of security technique, crowd control, and protection of 
persons and property, first aid, atomic, biological and chemical warfare, and the 


usual training in small arms, Thompson submachine guns, judo, disarming, and 
hand-to-hand combat. 


















Decrease 













































































Uniformed guard force 





The estimate for this appropriation for the fiscal year 1954 is $375,000, a de- 
crease of $55,000 below the original 1954 budget request of $430,000, and a decrease 
of $90,000 below the 1953 appropriation of $465,000. 














1. Safeguarding Government securities and protection of Treasurv 














buildings: 
1953 appropriation. ..........--- ; ; ‘ _. $465, 000 
1954 request- beak shew reee : ... 375,000 

















id abien i saps ee 90, 000 

This economy will be effected by the reduction of the guard force from 129 to 
100 emplovees. 

The reduction is the result of the elimination of 10 guard positions and their 
related costs, presently assigned to protection duties in 2 buildings in Chicago, 
Ill., housing activities of the Bureau of the Publie Debt; the elimination of 10 
guard positions as the result of discontinuing certain duties of the Armored Truck 
Unit, and the elimination of 9 positions in the building-protection service in 
Washington, D. C. 

During the fiscal year 1952 this force protected billions of dollars in money, 
securities and other obligations in Treasury Department buildings. 

They protected approximately $250 billion in value during loading, unloading 
and in transit in the District of Columbia metropolitan area. They detected, 
reported or participated in the extinguishing of 14 fires in buildings under protec- 
tion. They reported or corrected 398 hazards, involving fire and evacuation, 
security, and personal injury or proptery damage. 

These men receive constant training relative to basic and advanced guard 
service, fire fighting, first aid, judo, civil defense, accident prevention, and 
armored-truck duties. 

Out most serious problem with the guard force is the constant turnover. This 
is attributed to the low salaries paid and the fact that after the men receive 
experience and training with us they can obtain similar positions elsewhere at 
higher grades. Regardless of the low pay of these men, in my opinion, they are 
an outstanding force 
. + * * * 
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Contrary to popular belief, the Secret Service is one of the smallest investiga- 
tive forces in the Federal Government with a requested average employment 
of only 382 vet we are faced with some of the most important responsibilities, 
including the protection of the President of the United States—a difficult task in 
these precarious days; keeping our currency free of counterfeits, and protecting 
billions of dollars of securities, all this, with crime in general on the increase 
With all due modesty, I believe we are doing the job efficiently and economically 

Chairman Brinces. If it is agreeable, will you please give us an 
idea of the various activities of your force? What percentage is en- 
gaged in guarding the President? 

Mr. BaucuMan. Under the present amounts, Senator? 

Chairman BripcGes. Yes. 

Mr. BaucuMan. That will mean a reduction, an average reduction 
of from 429 to 382 employees in the Secret Service. 


SALARIES AND EXPENSES 


Senator McCarruy. The figures I gave have to do only with the 
United States Secret Service. You are also here on a matter of sal- 
aries and expenses for the White House Police and salaries and ex- 
penses for the guard force. The original request was for $3,853,000. 
The revised request is $3,505,000. 

Mr. Baueuman. This decrease of $225,000 in the Secret Service 
appropriation will mean a reduction of 47 positions, 37 agents and 10 
clerks. 

Senator McCarruy. Does that mean you will actually have to dis- 
charge that many? 

Mr. BaucuMan. We have at the present time 15 vacancies. The 
actual reduction will be 32 employees. 


PERSONNEL RETENTION DIFFICULTY 


Senator McCarruy. We have had very sizable numbers of heads 
of bureaus in before this committee as well as the Committee on 
Government Operations. They all seem to tell the same story. That 
is, where they are forced to reduce the staff, that under the present 
rules and regulations—and Mr. Andrews, the head of the Internal 
Revenue Bureau, described the regulations as piled as high as a man 
6 feet tall—you cannot get rid of the least efficient people. Sometimes 
you are forced to get rid of your most competent men and keep on 
the incompetent. 

Do you have the same situation insofar as the Secret Service is 
concerned? 

Mr. BauGuMan. That is very true, but ours is a small organization. 
Let me say right here in my own office in Washington, D. C., out of 
approximately 30 clerical employees, 2 might be classified as less 
efficient than those we would have to release under reduction-in-force 
regulations. We might have to let a good stenographer go and retain 
one who is not as efficient, because of certain rights 

Senator McCarruy. Without giving the names of any of these 
people, if the cut were such that you decided you would have to let 
2 people from your office go here in Washington, you would not, under 
the present rules and regulations, be able to get rid of the 2 you 
consider the least competent. You might have to let go some of.your 
more competent workers? 










































































































































































































172 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 






Mr. BaveuMman. That is very correct. 

Senator McCarrny. | think that is a situation which is badly in 
need of rectification. It is an unheard of situation. I could not run 
my office that way. 

Mr. BavcuMan. Agents also have retention rights and it is possible 
that we would have to let agents go in a reduction of force that are 
more efficient than others we would be forced to keep under present 
regulations. 


LEGISLATION URGED 





Senator McCarruy. I assume we all pretty much agree that 
Congress or the Civil Service Commission must do something about 
this. It may take legislation. Perhaps much can be done by the 
Civil Service Commission. 

Mr. BauGuman. There is no question about that. If you are 
charged with running an organization, naturally when there is a 
reduction you want to get the most efficient results from the remain- 
ing force. You have to retain some of these people that will not be 
helping you. They do a job and there is nothing wrong, but never- 
theless we do not rate them as high as some of the other employees 
who we might have to let go 

Senator McCarrny. You may proceed with your statement. 
MAJOR UTIES OF 


SECRET SERVICE 








Mr. BaucuMan. As you undoubtedly know, the major duties of 
the Secret Service are protection of the President and his immediate 
family, the Vice President at his request, and the President-elect. 

Also one of our major duties is the suppression of counterfeiting. 
That includes paper money, coins, stamps, and the suppression of 
forgery and fraudulent negotiation of Government checks. 

| might interpose at this point that last year our agents worked 
85,000 hours of voluntary overtime uncompensated. That is equiv- 
alent to 45 men on an 8-hour basis. If we paid their salaries it would 
have cost us $225,000. Employees in the Secret Service also forfeited 
over 12,000 hours of annual leave, or an average of 3% days per 
employee. 

Senator Maynank. The leave is gone? 

Mr. BavGHMan. Yes. 

Senator McCartuy. One of the items thay you investigate, I 
understand, is threatening letters to the President. Has that work- 
load dropped off since we had a change in Presidents? 

Mr. BaucumMan. As far as the number of threatening letters is con- 
cerned; yes. We still receive a few. Normaliy these letters are 
directed to the office instead of the individual. 

Senator Mayrnank. I have had the pleasure of dealing with the 
Secret Service during President Roosevelt’s time and had an opportu- 
nity to read some of those letters. 


COUNTERFEITING OFFENSES 


How about the investigation of comnbertevnts Is there any du- 
plication of this work on the part of another Government eames: 
What kind of cooperation do you receive from the FBI, the CIA, and 
other Government investigative agencies? 
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Mr. BaucuMman. We have sole jurisdiction over any counterfeiting 
offenses. If there is anything within this country, any of the other 
Government agencies will report it to us. We have the central files 
here cross-indexed, which have a complete record of counterfeit 
suspects. The other agencies, the CIA, if they receive any informa- 
tion, they transmit it to us. We have a central location here where 
we have all this information. 

Senator MayBank. You have agents all over the country. | 
remember a case that was handled in the Charlotte office. 

Mr. BauGHMAN. You made a case for us. 

Senator MayBank. That was a big counterfeiter that the police at 
home discovered. They told me about it and | turned it over to you 
people. 

Senator McCartruy. How much do you know of the counterfeiting 
being done? What percentage would you say is manufactured abroad 
and distributed in this country, and how much is being done in this 
country? That is, percentagewise, if you can estimate. 

Mr. BauGuMan. Out of the $773,000 we received last year, approxi- 
mately $144,000 were counterfeits which we could trace to foreign 
countries. We know from the workmanship and other features those 
bills were made abroad. Out of that $144,000 approximately $48,000 
was brought to this country and passed on people here. The balance 
we seized before it got into circulation. I say ‘‘we’’; | mean police 
abroad. 

Senator McCartuy. You seized a total last year of $773,000 
Could you give us an estimate, if possible, as to the amount of counter- 
feit money that was in circulation last year which you did not seize? 

Mr. BauGuman. That total of $773,000 was a total amount of 
counterfeit money we received. Out of that amount $379,000 was 
passed on the public. In other words, a loss, and we seized $394,000 
before it was put into circulation. 










ESPIONAGE ACTIVITY 





FUNDS FOR SABOTAGE AND 





OF 





SOURCE 


Senator McCarruy. To repeat some of the things | have said to 
the other witnesses. As we know now, one of the sources of funds 
for sabotage and espionage in this country was the income received 
from furs sold by the Amtorg Trading Corp. The FBI picked up 
five of the officers as Russian agents. ‘Then they were slapped on the 
wrist and allowed to go back to Russia. The corporation has been 
quite thoroughly broken up because of the restriction on the importa- 
tion of furs. The Communist movement no longer has that source 
of income. Many of us are curious to know where they are getting 
funds at the present time. 

Mr. Cunningham, Deputy Commissioner of Narcotics, indicated 
that narcotics were brought in from Red China for personal gain and 
not as an organized move to get funds. Do you have any thought 
as to whether counterfeit money being shipped from abroad is merely 
individual attempts to make money or is there an organized effort to 
supply any movement in this country with funds? 

Mr. BaucuMan. At this time all of this counterfeit money we have 
received we do know was made abroad or passed by criminals of those 


countries the same as in the United States. There is nothing to 















































174 TREASURY AND POST. OFFICE APPROPRIATIONS, 1954 


indicate that any foreign government has made any of the counterfeit 
money. 

Senator McCarruy. There is no indication this is backed by any 
movement of a foreign government? 

Mr. Baucuman. No. A couple of years ago we were getting 
counterfeit 50- and 100-dollar bills from China. It was an excellent 
bill. In fact, one of the best we have ever seen. 

Senator MaysBank. Do you have any with you? 


COUNTERFEIT EXHIBITS 


Mr. BauGuman. I have some. These particular bills would 
deceive the average bank teller. 

Senator McCarruy. Some of these look as though they have been 
in circulation quite some time. 

Mr. BauGuMAN. That is one of the tricks of the counterfeiters. 
These 50’s and 100’s were made so perfectly that we for a time thought 
that a foreign government was behind it, but later on the British 
police arrested five Chinese, and it turned out a woman was the 
engraver, and they were more or less of the criminal type that vou 
find here. 

Senator McCarruy. You were convinced that was not any activity 
of any government; it was just some individual criminals trying to 
make some money? 

Mr. BauGcuMan. In that particular case. That is a counterfeit 
check that you have there appearing in the Philippine Islands. You 
have another counterfeit check, a number which have appeared in 
Spain, on the Export-Import Bank; 13 or 14 people have been arrested 
over there for that. 

Senator McCarruy. They did pretty well in writing out a $20,000 
check. 

Senator MayBank. Do you have many of these checks drawn on the 
Treasury of the United States? 

Mr. Baueuman. Yes. They are appearing in the Philippines. 
The Philippine authorities, with the help of some Treasury officials, 
are investigating those checks. 


ADEQUACY OF APPROPRIATION 


Senator McCarruy. Do you think we are giving you sufficient 
money in this budget to carry on your work fairly well? I know as 
head of any bureau in charge of law enforcement you can always use 
more money. The more men you have the better job you can do. 
Some place we have got to cut down. Iam wondering if you are fairly 
well satisfied with this revised budget. I am not saying that you are 
fully satisfied. 

Mr. BauGuman. What you said before is very true, particularly in 
law enforcement. You can never have too many men to do a good 
job. You can be sure that with what we have here we will do our 
very best. 

Senator McCarruy. Has the counterfeit money from foreign 
countries increased or decreased over the past couple of years? 

Mr. BauauMan. It is decreasing; however, tomorrow someone 

might start a million dollar plant. We made progress in the last 
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couple of years and we have arrested the principals and pros2cuted 
them. 

Senator McCarruy. Are there any more coming in from Red 
China? 

Mr. Bavucuman. No. We get rumors, but there is nothing to sub- 
stantiate them. 

Senator McCarruy. Do you have any highpoints in your state- 
ment that you would like to touch further? 

Mr. BaucuMan. No. The statement pretty well speaks for itself 

Senator MayBank. What is your biggest job in regard to counter- 
feiting at the present moment? 


FORGERY OF GOVERNMENT CHECKS 


Mr. BavuGuMan. Our biggest problem today is the forgery of 
Government checks. Last year the number of check cases we in 
vestigated amounted to $2,385,000. 

Senator McCarruy. Does that include the VA insurance divi- 
dends, income tax returns and forgeries? 

Mr. BauGcuMaNn. That is correct. As a matter of fact, we are 
getting more allotment allowance checks, 21 percent of the total. 
Income tax refund checks amount to about 20 percent. 

Senator Maypank. That includes forgery of private checks? 

Mr. Bauaguman. No, just Government checks. The point. is, 
merchants, in accepting these checks suffer the loss unless we can 
recover some money for them. 

Senator McCarruy. You do not investigate any forgeries of 
private checks? In other words, if John Jones goes in a bank and 
forges a check on Pete Smith, that is not within your province? 

Mr. Bauveuman. No; just Government obligations. 

Senator McCarruy. | interrupted you when you were discussing 
the forgery of Government checks. 

Mr. BaueuMan. Today that is one of our biggest problems as far 
as criminal enforcement work is concerned. We have counterfeiting 
well under control. That requires most of the work by the agents in 
the field offices throughout the United States. I might say a forged- 
check case involves quite a bit of time in investigating properly. 

Senator McCarrnuy. Do you have anything else you would like to 
touch on? 

Mr. Baveuman. No. I believe I covered the Presidential pro- 
tection. 

Senator McCarruy. I have read your statement already. 


AUTOMOBILES REQUESTED 


Mr. BauguMan. On the equipment, we are asking for 20 auto- 
mobiles. That is not for extra automobiles but to replace old cars 
in our present fleet. 

Senator McCarruy. We have the mileage of the various automo- 
biles. Some of them would appear to be pretty well used. 

Mr. BauGuMaNn. Yes, sir. 

Senator McCartruy. The revised budget will allow you to replace 
20 of those; is that correct? 
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Mr. BaveuMan. That is correct. We have 64 cars that are 
eligible to trade in, but we are only asking for the replacement of 20. 

Senator MAYBANK. What age would they be? 

Mr. BaucuMan. They must be 6 years old or have 60,000 miles 
or more on them. 

Senator Maypanx. You are only asking for 20? 

Mr. BaucuMan. That is correct. 

Senator MayBanxk. There are more than that eligible? 

Mr. BaucuMman. 44 

Senator McCarruy. I have no further questions. 


WHITE HOUSE POLICE 


Chairman Brinces. In regard to the White House police, the 
revised figure calls for a reduction of $68,000 in the budget estimate. 
How many men are presently employed on the force and how many 
reductions will be necessary under the revised estimate? 

Mr. Baucuman. Our current budget calls for 163 men. Actually 
we have 154 on the force now, but the difference is made up by some 
of the men working a 6-day week to cover all of our posts. With 
this reduction, that means a reduction of 18 policemen from 163, or 
an actual reduction of 9 from the force at the present time. That 
means we will have to eliminate 4 posts somewhere around the White 
House. 

Chairman Brinces. Since the President moved from Blair House 
to the White House, has the result been that less policing is required? 
Would not a reduction be justified in view of the fact the White House 
is possibly easier to cover? 

Mr. Baucuman. Not necessarily so, because Blair House only 
had five posts. We still had to cover the White House grounds, 
and did then. Today we have the additional work of visitors, and 
the new White House has a couple of extra basements. We have to 
have posts there to cover it adequately. Then we have posts on West 
Executive Avenue which we did not have before. 

Chairman Brincrs. What is the difference between the guard force 
and the White House Police? 

Mr. Baucuman. The White House Police is charged with the pro- 
tection of the Executive Mansion and its grounds. Naturally they 
assist the Secret Service agents when the President is in residence. 
The guard force is charged with the protection of the Treasury Build- 
ing and the Bureau of Engraving They also transport money. 


FURTHER DISCUSSION OF COUNTERFEITING 


Chairman Brinces. Is counterfeiting on the increase or decrease? 

Mr. Baucuman. It has been on the decrease in the last couple of 
years. 

Senator McCarruy. You mean counterfeiting of greenbacks, money 
but counterfeiting of Government checks is on the increase? 

Mr. BaucuMan. Forgery of Government checks. No; that is not 
on the increase, but we have twice as much work in forged Government 
checks as we should for the number of our personnel. There are so 
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many checks being stolen and forged, it is one of our biggest problems 
today. 

Chairman Bripces. You keep on top of the counterfeiting activity, 
do you not? You have always been able to give it top priority and 
adequately meet the challenge? 

Mr. BauGuMan. That is correct. A couple of years ago we got 
about $1,400,000. Last year it was $773,000. This year, unless 
something unforeseen happens, it should average about $300,000. 
In fact, for the first 8 months we have gotten only $199,000. 

Chairman BripGes. Most of the counterfeiting is in small denom- 
inational bills is it not? 

Mr. BauGuMan. The average bill now is a $20 bill where it used to 
be a $5 and a $10 bill. They have jumped to 10 and 20. Today we 
get more 50’s and $100 bills than we used to get 10 years ago. 

Chairman Bripvgss. That is due in large measure to inflation is it 
not? 

Mr. Bavauman. A person does not scrutinize a $20 bill like he used 
to scrutinize it; therefore, it is easier for the counterfeiter to pass 

Chairman Brings. The whole theory of counterfeiting is based 
on the acceptability of the bill offered. If somebody is handed a 
$50 bill, that would be unusual and possibly invite suspicion while 
the small denomination, such as the $5 or $10 bill, would be taken for 
granted. 

Mr. BauGuman. That is right. They just take it for granted. 


SENTENCE FOR COUNTERFEITING 


Chairman Bripces. What kind of sentences are being meted out 
for counterfeit convictions? 

Mr. BauGHMaAN. We are getting an average sentence on forgery of 
those who are sentenced to jail of a year and a half. But that only 
constitutes about 60 percent of the total number arrested that are 
sentenced. About 40 percent are probationary cases. 

Senator Mayspank. A lot of people do not prosecute them. 

Mr. BaucuMan. We do. 

Senator Mayank. It is difficult to retain witnesses when somebody 
steals a $5 check or forges some veterans’ check that is taken out of 
the rural mail. 

Mr. BaucuMan. They will, because it is not like a commercial 
check where the person will sometimes withdraw charges. 

Senator MaysBank. A lot of times they catch a fellow who steals a 
small check from an RFD box and the family will not prosecute. 

Mr. BAuGHMAN. Sometimes the United States attorney will not 
prosecute. 

Senator Mayspank. You do better because you know the United 
States attorney would know whether or not the person from whom the 
check was stolen would be willing to back him up before the jury? 


Mr. BauGHMAN. Yes. 


COOPERATION OF POSTAL AUTHORITIES 


Chairman BripGces. Do you get good cooperation from the postal 
authorities in the problem of checks stolen from the mails? 
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Mr. Baucuman. We work daily with the Post Office inspectors 
because, naturally, they are interested in thefts from the mails. 

Senator MayBank. That is where most of them have been stolen. 

Mr. BauGHMAN. We estimate 58 percent of these checks are stolen 
from the mails. 

Senator McCarrny. We will recess the committee now until 10 
o’clock tomorrow. 

Thank you, gentlemen, for your presentation. 

(Whereupon, at 3:30 p. m., Thursday, April 9, 1953, the committee 
was recessed, to reconvene at 10 a. m., Friday, April 10, 1953.) 
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FRIDAY, APRIL 10, 1953 


Unitrep Starrs SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 
F-82, the Capitol, Hon. Joseph R. McCarthy (chairman of the sub- 
committee) presiding. 

Present: Senators McCarthy, Saltonstall, McClellan, and Robert- 
son. 


TREASURY DEPARTMENT 
BuREAU OF CUSTOMS 


STATEMENTS OF DAVID B. STRUBINGER, ACTING COMMISSIONER ; 
CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION OF 
INVESTIGATIONS; LAWTON M. KING, DEPUTY COMMISSIONER, 
DIVISION OF MANAGEMENT AND CONTROLS; WILLIAM E. 
HIGMAN, CHIEF, DIVISION OF: CLASSIFICATION, ENTRY AND 
VALUE; FRANK B. GATCHELL, JR., BUDGET OFFICER 


REVISED ESTIMATE 


Senator McCartuy. The committee will come to order. 

The Acting Commissioner of Customs, Mr. Strubinger, will testify 
on the 1954 budget estimate for the Bureau of Customs. The revised 
estimate is $40,500,000 as compared to $41 million appropriated in 
1953, or a decrease of $500,000. 

In 1954 the printed budget request was in the amount of $42 
million, an increase of $1 million over 1953, but when compared with 
the revised figure there is a decrease of $1,500,000. 

Mr. Strubinger, we will insert in the record at this point the sum- 
mary appropriation statements furnished by the Treasury Depart- 
ment, and certain justification material. We will also place your 
statement, in its entirety, into the record. Instead of reading this 
statement, I wish you would highlight any points that you wish. 

(The documents referred to follow:) 
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Assessment ind § = collection 
duties, taxe and fees 

Appraisal of imported merch 

Investigations of violations 
customs and related laws 
regulations 

Audit of collection and merch 
dise accounts 

Analysis and tdentificatior 
merchandise for tariff purpose 

Executive direct 
Total 


Assessment and collection of duties, 


POST 


1954 printed budget 


A verage 


nositi 
positi 


Explanation of reductions 
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EXPENSES, BureEAvU oF CusTOMS 


{nalysis of reductions recommended in 1954 budget estimates 


1954 re 


Reductions 


A verage 


positions 


Amount Amount 


6,131.4 |$31, 746, 200 291.0 | $1, 088, 900 5, 840 

1, 070.0 5, 115, 600 23.0 298, 900 1, 047 
281.0 1, 920, 200 R.5 43, 200 | 272 
212.0 1, 199, 000 5.0 | 18, 000 207 
119.3 713, 000 3.0 31, 000 | 116. 
227.0 1, 306, 000 4.5 20, 000 222. ! 

8,040.7 | 42 000, 000 | 335. 0 1, 500, 000 6 705. 7 


taxes and fees: 


Elimination of funds for equipment replacement 

Reductions resulting from freeze on the filling of vacancies 
Reduction in number of samples tested in weighing and gauging 
Reduction in port patrol force 

Elimination of funds for border buildings 


Total 


Appraisal of imported merchandise: , 
Elimination of funds for reclassification (Civil Service Commis- 


sion standards are not expected prior to July 1, 1954) 


Klimination of funds for equipment replacement 
teductions resulting from freeze on filling of vacancies 


tions: 


Elimination of funds for equipment replacements - - 


Total 


Investigations of violations of customs and related laws and regula- 


Reductions resulting from freeze on filling of vacancies 


Total 


Audit of collection and merchandise accounts: 


Reductions result- 


ing from freeze on filling of vacancies 


Analysis and identification of merchandise for tariff purposes: 
Elimination of funds for equipment replacement 

















6. 


Total 







Reductions resulting from freeze on filling of vacancies __- 


Average | 
positions 


4 


vised budget 
stimates 


Amount 





4 | $30, 657, 300 
0 4, 816, 700 
5 1, 877, 000 
0 1, 181, 000 
4. 3 682, 000 
5 1, 286, 000 
7 ~ 40, 500, 000 






$51, 200 
492, 700 
300, 000 
200, 000 

45, 000 


1, 088, 900 


203, 300 
15, 600 
80, 000 


298, 900 





13, 
30, 


200 
000 


43, 200 
18, 000 


20, 000 


Executive direction: Reductions resulting from freeze on filling of 
vacancies 


Grand total 


20, 000 
500, 000 
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Original analysis of appropriation base for fiscal year 195 


Regular appropriation, 1953 acj 
Supplemental appropriation for 1953 


$41, 000, 000 


Total appropriation, 1953 41. 000, 000 
teductions: Activity No 1, assessment and collection of 
duties, taxes, and fees $110, 300 


110, 300 
Additions: None 


Adjustment in base (net 110, 300 
Appropriation base for 1954 10, 889, 700 
Increase over appropriation base for 1954 1, 110, 300 
Appropriation estimate for 1954 42, 000, 000 

Increase from total appropriation, 1953 +1, 000, 000 


Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base A pprop 








r reas ) deers: 
for 1954 mate 1954 Increase or decrease 
ACtivity 
{ 
Average A verage A verage 
mount mount 
positions A mou position A moun positions A me t 
1. Assessment ind» =collection§ of 
duties, taxes, and fees 6, 126. 2 | $30, 888, 000 6, 131. 4 |$31, 746, 200 5.2 $858, 200 
2. Appraisal of imported merchan 
dise 1. 070.0 4.896.700 | 1.070.0 5 115. 6K 218, 900 
3. Investigations of violations of 
customs and related laws and 
regulations 281.0 1, 907, 000 221.0 1. 920, 200 200 
4. Audit of collection and merchar 
dise accounts 212.0 1, 199, 000 212.0 1, 199, 000 
5. Analysis and identification of 
merchandise for tariff purposes 119.3 693, 000 119.3 713, 000 20, 000 
6. Executive direction 227.0 1, 306, 000 297.0 1. 306. 000 
Total &, O35. 5 40, 889, 700 R, 040.7 $2. 000. 000 5.2 1. 11 00 
Adjustment in base (net 7 +110, 300 7 110, 300 
Total appropriation 1953, and 
appropriation estimate for 
1054 &, 043.0 41, 000, 000 &. 040.7 42. 000. 000 2.3 1. 000, OO 


EXPLANATION OF LANGUAGE CHANGES 


1. Restore to ‘'100” from ‘50’ the number of replacement automobiles which 
may be purchased. The limitation was reduced to 50 in the 1953 appropriation 
because of the anticipated severe materials shortages. Such a limitation, if con- 
tinued, would permit the replacement of customs automobiles (present inventory 
667) on an average of only once every 13 years. It is hoped that this limitation 
may be increased and funds provided to permit replacement of customs automo- 
biles on a more realistic schedule of once every 6.7 years. 

2. Insert language: ‘“‘services as authorized by the act of August 2, 1946 (5 I 
8. C. 55a). This provision covers the procurement of temporary or intermittent 
services of experts or consultants as authorized by section 15 of Public Law 600, 
79th Congress, 2d session. The Customs Service has occasionally been required 
to secure the services of an expert appraiser from outside its staff in connection 
with the valuation of seized merchandise, particularly jewelry. Without the 
proposed language, complete civil service procedures with respect to the establish- 
ment and classification of a position must be followed, sometimes for services of 
only 1 day. The insertion of the proposed language will permit the immediate 
hiring of such an outside expert 
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Workload data 











1947 1948 1949 1950 1951 1952 
Formal) entries filed 541, 834 581, 843 660, 727 734, 760 932, 620 872, 217 
Percent increase from 
prior year +-7.3 +13.6 +11.2 +-26.9 6.5 
ercent increase from 
fiscal year 1047 +7.3 +21.9 +35. 6 +72. 1 +61.0 
Carriers of persons or mer 
chandise arriving from 
fore countries 18, 148, 924 19, 580,248! 20,892,220; 22,415,050) 25, 637,486) 28, 650, 878 
Percent increase from 
prior year 7.8 +6. 7 +7.3 +14.4 +11.8 
Percent increase from 
fiscal year 1947 +-7.8 +15. 1 +93. 5 +-41.3 457.9 
Persons arriving from foreign | 
*ountries 78, 947,553) 81,917,393) 83,702,906) 86,956,174) 92,657,923) 105, 191, 103 
Percent increase from 
prior year +3. 7 +2.1 +3.9 +6. 6 +13. 5 
Percent increase from 
fiscal year 1947 +3. 7 +6. 0 +10. 1 +17.4 +33. 2 
Average number of employees 
on payroll (nonreirmburs- 
able only) 8, 787 &, 049 7, 929) 7, 839 7, 977 7, 937 
Percent increase from 
prior year . 8.4 1.5 —}.2 +18 0.5 
Percent increase from 
fiscal year 1947 eit 8.4 —9.8 10.8 ~—9. 2 9.7 
Oollectior sand cost of collect 
ing $100 
Customs collections . $623, 234, 450) $542, 078, 499)$515, 241, 518/$560, 565, 350) $809, 133, 292)$748, 140, 959 
Customs cost of opera- 
tions $33, 328, 255) $32, 262,856) $34, 989, 685) $35, 689, 921) $36, 762, 485) $40, 428, 923 


Customs cost of collecting 
$100 $5. 35 $5. 95 $6. 79 $6. 37 $4. 54 $5. 40 
Value of imports (in thou- | 

sands of dollars) 


Free $3, 285, 593) $3,828,976] $4, 123, 136) $3,961,469) $5,847,500! $5, 953, 922 
Dutable $2, 101, 363) $2,491, 312) $2, 848.758) $3, 060, 160) $4,929,800) $4, 491, 550 

Total $5, 386,956! $6,320,288) $6,971,894) $7, 021, 625) $10, 777, 300) $10, 445, 472 | 
Percent increase from 

aalee sant +17.3 +10.3 +0. 7 +53. 5 —3.1 
Percent increase from 

yee 117.3 4.99 4 + 30.3 +100, 1} +93.9 


Appraise ment workload data 


1950 1951 1952 1953 1054 
Packages examined at appraisers’ stores 529, 169 688, 583 627, 895 659, 000 | 692, 000 
Percent change from prior year... : 8.9 30.1 | 8.8 5.0 5.0 
Invoices received _. 1, 190, 982 1, 486, 810 1, 408, 941 1, 480, 000 1, 554, 000 
Percent change from prior year 7.7 24.8 5.2 5.0 5.0 


Number of invoices over 90 days old on 
June 30 - 42, 481 74, 076 99, 622 100, 000 100, 000 
Percent change from prior year 9.4 74.3 34.5 onl caine 
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Investigations workload data 
Type of investigations 1950 1951 1952 1953 1954 
Smuggling 4, 209 4,19 4, 933 5, 000 5, 204 
saggage declaration violations 1, 929 1, 64 1, 19 1, 250 1, 600 
louring permit violations 1, O41 ] 7 1, 484 1, 600 1, 700 
Draw back 1, 239 1, 0&3 NY 1, 20K 200 
Export control 4Rt R28 QOt 1, 000 00 
Undervaluation and false invoicing 914 S4t 1, 020 1,100 in 
Collection of supplemental duties 723 60F SSS 600 0 
Market value and classificatior 690 bre 82 Wi a 
Petitions for relief 549 553 634 650 70K 
Navigation and aircraft violations 609 1, 508 { 650 RO) 
Character investigations of applicants 42! 47¢ 353 450) WK) 
Alleged derelictic of customs personnel 1, 018 269 4 300 30 
License applications 22 251 30 3K 
Chefts and pilferages from customs custody 20 yn 3K 300 
Examination of brokers’ records 95 21 44 500 500 
Miscellaneous ! 1, 901 1,814 611 1, 700 1, 700 
Total 17, 183 16, 577 17, 5st 18, 500 19, i 
Percent change from prior year 3.3 3.5 6.1 5.0 5. ( 
1 Miscellaneous includes (a sitions, (0) marketing of merchandise bond 1) cus 
toms procedures, (e) Federal tor srious other i 





BUREAU OF CUSTOMS 


Davip B. SrrRuBINGER, AcTING COMMISSIONER 
oF CUSTOMS 


INTRODUCTORY STATEMENT OF 


Mr. Chairman and members of the committee, we are appearing before you 
today to present the appropriation estimate of the Bureau of Customs for the 
fiscal year 1954. Before going into the estimate itself, | would like to refer 
briefly to the present volume of customs work and the problems we have to face 
in handling this work. 

In the fiscal year 1952 customs collections amounted to over $748 million and 
it cost exactly 5.4 cents to collect each dollar. This low cost of collecting a 
dollar becomes even more impressive when it is realized Customs handles millions 
of foreign commerce transactions from which no revenue is derived and in addition 
is charged with the enforcement of many laws pertaining solely to health, morals, 
and internal security of our country and the security of friendly nations 


rHE JOB TO BE DONE 


I believe few people have any conception of the tremendous task that confronts 
Customs in dealing with the merchandise, vehicles, planes, vessels, and persons 
presented to our customs officers for entrance into the United States 

For example, in the fiscal year 1952 nearly 200 million tons of foreign mer- 
chandise of infinite variety, valued at about $10% billion, were cleared by Customs 
to enter the commerce of the United States. Over 70,000 vessels and 86,000 
airplanes arrived from foreign countries carrying merchandise and passengers 
Twenty-four million automobiles, 328,000 busses, 992,000 other vehicles, 29,000 
passenger trains, and almost 2% million freight cars arrived at our land borders 
for customs clearance. In addition, over 105 million persons carrying nearly 
24 million pieces of baggage presented an inspection problem which alone is 
staggering. One other important item, which I will discuss in more detail later 
Customs was required to clear over 23 million foreign mail packages, many of 
which contained dutiable merchandise. 


COMPLAINTS AGAINST CUSTOMS 


A very serious and frequent complaint against the Customs Service today is 
that customs procedures are impeding foreign trade and thus delaying the economic 
revival of foreign countries and the relief of our own taxpayers from the burdens 
of foreign aid. It is properly said that this customs impediment is caused in large 
part, not by the level of our tariffs, but by delays in determining what that level 
is with respect to particular shipments. 

Delays of a year in the final determination of the amount of duty payable on 
an importation are frequent; delays of from 1 to 2 years are not uncommon; and 
longer delays do occur. These delays do not refiect any incompetence or in 
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efficiency on the part of customs officers. They result squarely from the shortage 
of trained men to handle the volume and ever-increasing complexities of our tariff 
structure. 

We also have received complaints from airlines, bridge operators, from steam- 
ship companies, and from citizens of certain border communities of inadequate 
service and delays. Additional service and elimination of harassing delays require 
additional manpower, and our manpower has not increased in proportion to our 
increased volume of business. In fact, we have tried to absorb an overall increase 
in workload since 1947 of about 60 percent with almost 10 percent less personnel. 


BACKLOGS 





OF 





WORK 


We have at the present time over 125,000 invoices in our appraisers stores that 
are over 90 days’ old. This means that the dutiable value of merchandise covered 
by these invoices has not yet been determined. Partly as a result of the unproc- 
essed invoices but mainly because of insufficient manpower to make actual calcu- 
lations, the backlog of unliquidated entries is still increasing. In New York 
liquidations are 9 months in arrears, in some other districts backlogs amount to 
more than a year’s production. These backlogs mean that an importer cannot be 
informed of his full landed costs until long after he has disposed of his merchandise. 
Another and equally important consideration resulting from these backlogs is the 
fear that incomplete attention will be given this important phase of our work if 
these backlogs are not reduced. 

ENFORCEMENT 


Each year since 1946 we have been forced to reduce what we already believed 
to be an inadequate port-patrol force because we must process incoming mer- 
chandise as quickly as possible and because automobiles, buses, trains, vessels, and 
aircraft cannot be subjected to expensive delays. The port-patrol force which 
searches vessels and guards our waterfronts against illegal entrants and importa- 
tions has thus been severely curtailed in the face of the greatly increased number 
of ships arriving at our ports. The actual employment of the port-patrol force 
has gone down from 1,462 in 1946 to 768 as of Deceber 31, 1952. 


MAIL IMPORTATIONS 


I would like now to refer to our problem in connection with the handling of f oreign 
mail importations. In fiscal year 1952 over 23,000,000 mail packages arrived in 
the United States subject to customs treatment. In addition to our responsibility 
of treating these packages from the revenue standpoint, we are also charged with 
the responsibility of being on the lookout for and stopping importations of propa- 
ganda material as well as of atomic, radiological, biological, and chemical warfare 
weapons, together with narcotic drugs and other contraband. 

In the fiscal year 1952 we were able to open and examine only 5 percent of these 
packages. About one-third of the packages examined contained dutiable merchan- 
dise on which we collected about $3,000,000. The examination of this 5 percent 
also resulted in the seizure of thousands of parcels which contained articles in 
violation of public-health regulations, trade-mark regulations, marking regula- 
tions, immoral and obscene articles, narcotics and other drugs, and Communist 
propaganda. 

DUAL RESPONSIBILITIES OF CUSTOMS 


The Customs Bureau, unlike many other Federal agencies, is both a revenue- 
producing and a service and enforcement organization of the Government. Asa 
service organization it must be staffed to perform promptly and efficiently the 
functions of inspection, examination, and clearance of imported merchandise, 
as well as aircraft, vessels, trains, automobiles, buses, and other carriers of persons 
and merchandise arriving in this country. However, the volume of the workload 
to be performed by Customs is largely outside our administrative control. Sudden 
changes in supply and demand or in world market prices may have an immediate 
effect on the volume of imports. The lowering of passenger fares, the increase 
or improvement of travel accommodations, and other factors tending to promote 
travel, have the effect of increasing the numbers of vessels, vehicles, aircraft, or 
persons arriving from foreign countries. Moreover, a considerable part of our 
work requires immediate handling. For example, persons arriving from foreign 
countries at our seaports, border ports, and airports expect to obtain customs 
clearance in a matter of minutes. Similarly, the prompt clearance of equipment 
of railroad, steamship companies, air carriers, buslines, trucking companies, and 
other transportation companies bringing merchandise or passengers into the United 
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States is highly important to the profitable operation of those companies. Delays 
in the movement of transportation equipment and in the marketing of merchandise 
are costly in this country’s highly competitive economy. 

As an enforcement organization, Customs is not only concerned with the 
primary functions of combating smuggling and frauds on the revenue but ulso 
with enforcing the regulations of many other Federal agencies. Among the 
agencies for whom we now perform functions in our day-to-day operations are the 
Treasury Department Bureaus of Internal Revenue, Narcotics, and the Mint; 
the Federal Bureau of Investigation and the Immigration and Naturalization 
Service of the Department of Justice; the Bureau of Animal Industry, Entomology, 
and Plant Quarantine, the Bureau of Agricultural Economics, and the Production 
and Marketing Administration of the Department of Agriculture; the Bureau of 
Census, the Office of International Trade, and the Maritime Administration of 
the Department of Commerce. Important functions are also performed for the 
Army, Navy, Post Office, Interior, and State Departments, the Tariff Commis- 
sion, the Atomic Energy Commission, ete. The functions performed for these 
agencies in most cases are not reflected in the workload figures for our Bureau; 
nevertheless, they involve the use of manpower, thus increasing our operating 
cost and adding to the complexity of administering our overall job. 


WORKLOAD PAST AND PRESENT 


The postwar workload of the Bureau of Customs is shown in tabular form at 
the beginning of our formal submission and is detailed by activity throughout the 
presentation. I will hit only the highlights here, and bring them up to date from 
last June 30, the end of fiscal year 1952. The number of formal entries filed was 
nearly two-thirds greater in 1952 than in 1947; the first 6 months of fiscal year 
1953 have exceeded the comparable period in 1952 by nearly 11 percent. Carriers 
of persons and merchandise entering United States ports were 60 percent greater 
in 1952 than in 1947. During the first 6 months of 1953, carriers arriving exceeded 
the 1952 figure by almost 7 percent, and the number of persons entering was up 
13 percent over 1952. Against these almost staggering workload increases, 
Customs manpower was nearly 10 percent lower in 1952 than it was in 1947 
For convenience in reading, the following table summarizes comparative statistics 
of major workload items and average employment of the Bureau of Customs. 


| 


| Ist 6 | Ist 6 
| Fiscal year| Fiscal year| Percent months | months Percent 
1947 1952 change fiscal year | fiscal year change 
| 1952 | 1953 
Formal entries filed 541, 834 | R72, 217 | +61. 0 435, 136 481, 948 | +10.8 
Carriers arriving | 18, 148,924 | 28, 650, 878 | +-57.9 | 15,279, O84 | 16, 274, 474 | +6. 5 
Persons arriving | 78, 947, 553 (105, 191, 103 | +33.2 | 55, 982,427 | 63, 280, 678 | +-13.0 
Packages examined at appraisers’ | | 
stores 462, 416 627, 895 +35. 8 312, 541 | 344, 541 +10.2 
Invoices reeeived 925, 123 1, 408, 941 | +52. 3 710, 054 734, 398 +3. € 
Customs manpower (average 
positions nonreimbursable) 8, 787 7, 937 —9.7 7, 947 7, 891 —.7 


ESTIMATE FOR FISCAL YEAR 1954 


The revised fiscal year 1954 estimate for this Bureau is $40,500,000, a reduction 
of $1,500,000 from the $42 million shown in the printed budget. The changes 
required to adjust the printed budget figure down to the amount of the revised 
estimate are shown on the attached sheet, which is designated exhibit A. The 
revised 1954 estimate is $500,000 less than the $41 million appropriated for 1953 

I think it is important in the consideration of the Bureau of Customs estimate 
to note that, because 9514 percent of funds appropriated for Customs is expended 
for personal services, practically all of any reductions below existing costs must be 
applied to this area of expenditure. I would like, now, to refer to page 102 of the 
Bureau of Customs budget justification entitled ‘‘Analysis of Appropriation 
Base for Fiscal Year 1954.” 

The printed estimate for the fiscal year 1954 called for an increase in funds of 
$1 million over fiscal year 1953. The amounts were $42 million for 1954, and 
and $41 million for 1953. However, the average position figure for the fiscal 
year 1954 showed a net reduction of 2.3 man-years as compared with 1953 

The present revised budget allowance of $40,500,000 contemplates a far greater 
reduction in personal services than the difference between the 1953 appropriation 
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of $41 million and the revised estimate of $40,500,000 Our best estimate at 
this time is that an appropriation of $40,500,000 will require a reduction in per 
sonnel of about 335 average positions below the level of employment in the fiscal 
year 1953. 

This condition is brought about primarily because of the necessity of upgrading 
in accordance with civil-service revised standards, almost 2,600 positions at a 
cost during the fiscal year 1954 of about $690,000. In other words, it will cost u 
about $690,000 more in the fiscal year 1954 than in 1953 to pay the salaries of 
some 2,600 employees now on the payrolls. 

The reductions in the estimate proposed herein represent our thinking at thi 
time and are predicated on our ability to develop during the next 15 month 
improved methods of procedures and methods which are not now clearly in sight 
As an example, we hope for early enactment of a customs simplification bill whict 
seeks, as its objectives, to simplify customs operations, to reduce expenses and 
delays incident to customs administration, and to eliminate inequities and improv: 
service 

I shall now deal more specifically with the decreases and increases contemplated 
in the revised estimat 
Decreases 

1. Management improvement savings $35, 000 
It is anticipated that savings resulting from improved 
procedures will total the above amount. The major 
method used to effect such improvements consists of 
detailed reviews made by teams of headquarters em- 
ployees, assisted by field employees having broad 
knowledge of field operations, of the organization, pro- 
cedures and staffing of field offices to assure uniformity 
of operations, effective use of available manpower, and 
maximum service to the public. 
A second major element in these estimated manage- 
ment improvement savings is the substantial simplifica- 
tion of customs drawback procedures which was placed 
in effect last year. The full savings resulting from this 
improvement will not be realized until the fiscal year 1954. 
2. Transfer of rentals and related costs to the General Services 
Administration 75, 300 
Pursuant to Reorganization Plan No. 18, the Public 

Buildings Services of the General Services Administra- 

tion is assuming certain rents and utility costs which have 

heretofore been paid from the appropriation for this 

sureau 
3. Reduction in weighing, gauging, and sampling 300, 000 

In order to reduce customs costs of operation. the 
weighing, gauging, and sampling of imported merchandise 
will be substantially reduced through the acceptance of 
invoice weights and measures on relatively low duty 





merchandise. Approximately 100 customs laborers will 
be eliminated in this manner 
4. Reduction in port patrol force 200, 000 


A reduction of approximately 50 men in the present 
seven-hundred-odd port patrol force will bring about 
the above reduction in costs 
5. Additional personnel reductions ; ; 651, 700 
Further reductions in customs costs will be accom- 
plished through the nonfilling of vacancies throughout the 
service as such vacancies occur. Approximately 185 
positions will be eliminated in this manner. 
Total decreases ; 1, 262, 000 
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reases. 
1. Reclassifications of inspectional and other position $690, 000 

Under date of October 13, 1952, the Civil Service 
Commission issued revised position classification stand 
ards for all customs and immigration inspectional 
employees Salary adjustments in customs resulting 
from the application of these new standards will cost 
approximately 600,000 per year Such salaryv-rats 
increases will also cause an increase of $40,000 in inspec 
tional overtime costs under the act of June 3, 1944 
Other normal reclassifications caused by the increased 
responsibilities assigned to various positions are estimated 
to cost an additional $50,000 

The basic classification act provides that equal pay 
shall be given for equal work It has been officially 
determined by the Civil Service Commission, which is 
responsible for administering this act, that the grades of 
our inspectional positions are not in line with the level 
of difficulty of the work performed. ‘This Bureau and 
the Department believe that it is essential to the contin 
ued efficient operation of the customs service that these 
reclassifications be effected even though reductions in 
personnel must be made to offset the increased costs 
border ports at Weslaco and Falcon Dam, Tex 

Completion of the Falcon Dam, across the Rio Grande 
tiver approximately 75 miles east of Laredo, Tex., is 
expected by about July 1, 1953 \ highway connecting 
Mexico and the United States is being built across the 
top of the Faleon Dam The dam, which will back up 
125 square miles of water in an artificial lake, is expected 
to become a major tourist attraction It is also antici 
pated that there will be a reasonable amount of con 
mercial truck traffic inasmuch as we are advised that no 
toll will be assessed at this crossing, whereas a toll is 
charged at all international bridges in the Laredo district 
Moreover, a paved road will connect the dam site with 
Monterrey on the principal highway to Mexico City 

\ new toll bridge is being erected near Weslaco, Tex 
The road leading from this bridge will connect with the 
principal highway between Brownsville and Hidalgo in 
the United States and will serve large industrial and 
agricultural centers in Mexico 

Che estimate provides 6 new positions during 1954 to 
staff the above new ports The cost of these positions 
and their related expenses is estimated at $32,000 

Increased Sunday and holiday service at Canadian and 

Mexican border ports 25, 000 

This amount is required to finance additional Sunday 
and holiday service where the traffic volume has resulted 
in serious tieups In this connection, I refer to the 
workload statistics which were given above The 
number of carriers entering the United States increased 
nearly 12 percent in 1952 over 1951, and in the first 6 
months of 1953 have exceeded the comparable period last 
vear by 6.5 percent. The protests concerning traffic 
delays at several key points have been frequent and very 
strong. This $25,000 will finance approximately 10 
additional Sunday and holiday tours of duty the year 
round Of course, we will actually employ a larger 
number during the peak travel period of the summer 
months and fewer during the winter 
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4. Increases in telephone rates and postal charges : fats $15, 090 
Each of us is aware, I am sure, of increased telephone 
rates throughout the country. To meet these increases 
and to pay for increased registry and other postage 
charges, an additional $15,000 will be required in 1954. 


Total increases f : x We 762, 000 


Net decrease : : 500, 000 


Mr. Chairman, this completes my formal statement and I shall be glad to 
discuss with the committee any points on which there may be questions. 
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PERSONNEL ACTIVITIES 


Senator McCarruy. Is the Customs Bureau fairly well satisfied 
with its reduction? Do you think you can do your work with that? 

Mr. SrrupinGer. Yes, sir. We feel we can make some changes in 
procedures and activities and get along with that amount, 

Senator McCarruy. I notice you have your workload set forth in 
detail. How much of a reduction in personnel does this contemplate? 

Mr. Srrusrncer. The reduction contemplates a decrease of about 
350 average positions, below the printed budget figure for 1954. 

Senator McCarruy. Does that mean you will have to let those 
people go, or does that mean not filling that many more positions? 

Mr. Srrupincer. We hope to accomplish most of those savings by 
absorption. At this time we are not able to tell exactly whether we 
can do it all by that means 


PERSONNEL RETENTION DIFFICULTY 


Senator McCarruy. I assume you have the same difficulty in your 
department that we found in the other departments, and that is that 
when you have to let people go you find under the present laws and 
regulations you may be faced with the difficulty of having to let some 
of your more competent help go and keep some of the more inefficient? 

Mr. Strupincer. That is true 

Senator McCarruy. That is something I hope the Civil Service 
Commission or the Congress can remedy and help you out on in the 
coming yvear. 

Your statement seems to be very complete. Do vou want to add 
anything to this? 


PERSONNEL REDUCTION GREATER THAN INDICATED 


Mr. Srrupincer. I would like to call attention to one point in 
this estimate that is not apparent on its face. That is, while the 
estimate of $40,500,000 is only $500,000 below the $41 million for 
1953, because of some increased costs, the principal one being reclassi- 
fication of a large group of our employees, actually we had to reduce 
the number on the payroll far greater than the $500,000 would con- 
template It amounts to $1,500,000 in reduction in personnel. If 
you simply made a reduction of $500,000 it would be in the neighbor- 
hood of 100 or 125 people to be taken off rather than 350. 

Senator McCarruy. When you take into consideration the reclas- 
sification of the pay raises instead of a $500,000 reduction, it is actually 
$1.500.000 as far as personnel is concerned. 

Mr. Srrusincer. That is correct. I believe that is the only really 
important point in this estimate that is not fully clear. 

Senator McCarrny. Our clerk suggested we have you go through, 
and into some detail, as to the services performed for other bureaus. 
However, we have that in the record year after year in the hearings. 
I think all of the Senators are pretty well aware of the situation. 
On page 6 I notice you go into that to some extent. It might be 
well to develop that a little further. 


INSPECTION OF IMPORTS 


Mr. Srruspincer. Yes. We have the duty in regard to clearing 


persons and merchandise arriving in this country and of enforcing the 


aa 
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regulations administered by other Government agencies. It means 
an examination of the imported material, that if it is public health that 
is involved or the Department of Agriculture, something of that kind, 
we take the necessary steps to see those laws are fully carried out. 

Senator McCarrny. I imagine you have to work rather closely 
with the Bureau of Internal Revenue and the CTA? 

Mr. SrruBinGcer. We do, sir. 

Senator McCarruy. I think your statement covers everything in 
detail very excellently. I cannot think of anything additional that 
we want to get from you. So, unless you gentlemen have something 
additional to offer, that will be all. 

Mr. Srrupincer. No, sir, ] have nothing additional to offer. I do 
believe the statement covers the main points in enough detail to state 
our position on the estimate. 

Senator McCarruy. You gentlemen will be excused then. Thank 
you. 

Bureau or Accounts 


STATEMENTS OF R. W. MAXWELL, COMMISSIONER OF ACCOUNTS; 
G. L. CAKE, ASSOCIATE COMMISSIONER; P. D. BANNING, CHIEF 
DISBURSING OFFICER; H. R. GEARHART, DEPUTY COMMIS- 
SIONER; R. E. SMITH, BUDGET OFFICER; AND W. E. BARKER, 
ASSISTANT COMMISSIONER FOR ADMINISTRATION 


REVISED ESTIMATE 


Senator McCarruy. Mr. Maxwell, we will now hear from you. 
I will state for the record that the revised estimate is in the amount 
of $1,900,000 compared with $2 million appropriated in fiscal year 
1953, or a decrease of $100,000. 

The printed budget for fiscal 1954 represents the sum of $2 million, 
the same as 1953. 

We will place in the record at this point the analysis of reductions 
recommended in the 1954 budget estimates, and supplementary data. 
We will also place in the record the entire statement of Mr. Maxwell. 

(Fhe documents referred to follow:) 


SALARIES AND EXPENSES, BUREAU oF ACCOUNTS 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 
estimates 


j 
1954 printed budget Reductions | 
} 


Activity 


verage rerag rag 
Average Arrount A veragé Amount A verage 


— 
positions : positions | positions Amoun t 


Processing deposits of 
tax payments 
Financial reporting and 1 
nance of the Governme 
central account 
Development and installatio 
sccounting and reporting 
t 12, 000 
zr, inve 


7, OOO 


2, 000, 000 ) 100, 000 
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EXPLANATION 


OF REDUCTIONS 
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1. Processing deposits of withheld tar payments.—Estimated reductions in cost 


of handling and in volume of withheld tax payments ($7,000). 


Reduction of 


stocks of depositary receipts and envelopes in Federal Reserve banks ($8,100) 

2. Financial reporting and maintenance of the Government’s central accounts. 
Savings applicable to establishment of central accounts ($13,500); delay in review 
and audit of old suspense accounts ($9,900); discontinuance of preparation of 
foreign currency tables, tables for Moody’s Manual, cash expenditures abroad, 
and other statements ($13,300); and reduction of inventories ($4,800). 

3. Development and installation of accounting and reporting systems.— Decrease 
in staff and clerical assistance for projects for improving accounting and reporting 
and internal audits and also curtailment of travel. 

4. Processing investments, loans, claims, collections, and surety bonds.—Delay in 
processing of claims and surety bonds. 

5. Supervision of Federal depositary system.—Discontinue analyses of reports 
from depositaries and curtailing travel. 


6. Executive direction. 


Original analysis of appropriation base for fiscal year 195 


{egular appropriation, 1953 act 


Supplemental appropriation for 1953_-_-_--- aa 


Total appropriation, 


1953 


-Reduction of executive direction. 


$2, 000, 000 


— 2, 000, 000 


Reductions: Financial reporting and maintenance of the Govern- 


ment’s central accounts _ 
Adjustment in base (net) - 


Appropriation base for 1954________- 
Increase over appropriation base for 1954 


Appropriation estimate for 1954__-_--- 


Comparison of appropriation base with appropriation estimate for 1954 


Activity 


1. Processing deposits of withheld 
tax payments ‘ : 

2. Financial reporting and main- 
tenance of the Government’s 
central aécounts. 

3. Development and installation of 
accounting and reporting sys- 
tems 

4. Processing investments, loans, 
claims, collections, and surety 
bonds 


5. Bupervision of the Federal De- | 


positary System.-.- 
6. Executive direction 


Increase over appropriation 
base. : 
Adjustment in base (net) 


Total, appropriation 1953 and 
appropriation estimate for 
1954 


Appropriation base 





for 1954 
Average 

' 
| positions Amount 


3.0 $789, 509 


105. 0 585, 209 | 
26.9 202, 820 
| 40.7 175, 314 
| 

21.4 108, 671 
20.0 134, 387 
217.0 | 1,996,000 
+4, 000 

217.0 | 2,000,000 


Appropriation esti- 
mate for 1954 


| Average 


positions Amount 
| 


| 


8.0 | $793, 500 


105.0 585, 200 
26.9 {| 202,820 
| 
40.7 175, 314 
21.4 108, 671 
20.0 134, 387 
| 217.0 | 2, 000, 000 
| 217.0) 2,000, 000 


—4, 000 
—4' 000 
1, 996, 000 
4, 000 


Increase or decrease 





| 

| Average 

| positions Amount 
+#4, 000 
+4, 000 
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INTRODUCTORY STATEMENT OF R. W. MaxweE.it, COMMISSIONER OF ACCOUNTS 
APPROPRIATIONS FOR ADMINISTRATIVE EXPENSES 


ictivities 


The appropriation estimates for the fiscal year 1954 for the Buveau of Accounts 
have been made on the basis of a continuation of its present functions. These 
funetions are closely related to the fiscal activities and operations of all ageacies 
of the Government so that the Bureau must be in a position to handle the volume 
of work created by these agencies, a circumstances which, for the most part 
cannot be administratively controlled by the Bureau. 

The administrative expenses of carrying out the functions of the Bureau of 
Accounts are paid from two appropriations, the largest being ‘Salaries and 
expenses, Division of Disbursement,”’ covering the expenses of that Division for 
making disbursements to Government creditors in payment of obligations incurred 
by the civilian executive branch of the Government, excepting the postal service 
United States marshals, and certain corporations, the issuance of savings bonds 
to employees of the Government under the payroll-allotment plan to purchase 
such bonds, and handling certain collections. The details justifying this appro- 
priation will be supplied by Mr. Paul D. Banning, Chief Disbursing Officer 
The other administrative expenses of the Bureau of Accounts are paid from the 
appropriation, ‘‘Salaries and expenses, Bureau of Accounts.” 


APPROPRIATION FOR SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 


There are six activities, the expenses of which are payable from this appropria- 
tion. The first, ‘Processing deposits of withheld tax payments,’’ covers the amount 
required to reimburse the Federal Reserve banks for expenditures incurred by 
them in receiving and accounting for income taxes withheld under the Current 
Tax Payment Act of 1943, social-security taxes withheld under the Federal 
Contributions Act and the Railroad Retirement Tax Act, for printing depositary 
receipts and similar costs. Approximately 40 percent of the total expenditures 
from this appropriation is required for this activity. 

The second activity, ‘Financial reporting and maintenance of the Government’s 
central accounts,” relates to the accounting and reporting for appropriations, 
receipts, and expenditures for the entire Government as required under the act of 
July 31, 1894, and the Budget and Accounting Procedures Act of 1950. Included 
in this activity also is the preparation of other regular financial statements for the 
Treasury Department including those for the Secretary’s annual report, the 
Treasury Bulletin, the daily Treasury statement and special reports requested by 
officials of the Treasury, members of the committees of Congress, and other officials. 

The next activity, ‘Development and installation of accounting and reporting 
systems,”’ pertains to the work of the staff of the Bureau of Accounts. This 
staff has the responsibility for participating with the General Accounting Office 
and the Bureau of the Budget in a joint program to improve accounting and re- 
sorting in the Federal Government as provided in the Budget and Accounting 
Procedieres Act of 1950. The staff also has the responsibility for implementing 
new legislation or amendments to existing law covering accounting and fiscal 
matters, by the preparation of departmental circulars. 

This staff has been participating in studies involving governmentwide activities, 
such as the extension of the use of puncheard checks, the application of the direct 
deposit procedure to civil-service retirement deductions and the development of 
procurement and payment procedures for small purchases, and has developed a 
departmental circular relating to withholding taxes for States by Government 
agencies under the provisions of the act of July 17, 1952. This staff has also 
assisted with accounting procedures within the Treasury, such as the accounting 
for taxes in the Bureau of Internal Revenue and the extension of the mechaniza 
tion procedures for covering moneys into the Treasury. It has participated in the 
development of the reorganization of the Bureau of Accounts, which I should like 
to discuss later. 

The fourth activity called ‘Processing investments, loans, claims, collections 
and surety bonds” includes a variety of items, such as making loans to Govern- 
ment agencies under numerous provisions of law, handling of claims and certifying 
payments to individuals under agreements entered into pursuant to the Inter 
national Claims Act and similar legislation, administration of the Government 
Losses in Shipment Act, investment of trust and other funds for which the Secre 
tary of the Treasury is responsible, the billing and collecting from foreign govern 
ments under lend-lease and surplus property agreements, the review of financial 
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condition of surety companies authorized to do business with the United States 
Government, liquidation of certain discontinued Government agencies, such as 
the Philippine War Damage Commission and the administrative accounting and 


related detail work for many miscellaneous appropriations. These latter appro- 


priations inclu le “Refund of moneys erroneously received and covered,””’ “Certi 
fied clai ms ” “Claims, judgments, private relief acts,’’ and ‘‘Payment of unclaimed 
mone vs 


rhe fifth classification, namely, the ‘‘Supervision of the Federal depositary 
system,’ relates to the designation of depositary banks to aet as agents of the 
Federal Government in receiving funds, furnishing cash for payrolls, payment of 
Government checks, and other fiscal matters 

The sixth classification, that is, ‘‘ Executive direction,” includes the salaries and 
expenses of the Bureau’s supervisory staff. It also includes certain speeial func- 
tions closely related to executive direction, such as the review of proposed legisla- 
tion involving fiscal and accounting matters, os preparation of reports thereon 
at the request of the Bureau of the Budget, the Congress or the Treasury Depart 
ment, and the digest of bills relating to fiseal matters. 


APPROPRIATION ESTIMATE FOR 10% 


The original request for an appropriation of $2 million for the fiscal year 1954, 
as contained in the budget document and as shown in the justification presented 
to your committee, is for the same amount that was appropriated for the fiscal 

ear 1953 This estimate, however, has been reduced to $1,900,000. About 
$10.090 of this reduction will result from a realinement of the funetions of the 
Bureau of Accounts under a recent Treasury order 


REALINEMENT OF FUNCTIONS 


The Treasury order realining the activities of the Bureau of Accounts was 
ssued after much study and consideration of the subject involved, and was 
expected to enable a better utilization of Bureau personnel so that no additional 
funds would be required to give effect to the provisions of the Budget and Ac- 
counting Procedures Act of 1950 

As you will recall, this act provides for central accounts and central reporting 
in the Treasury Department as well as fixing the responsibility for the establish- 
ment of internal controls in each department. Shortly after this act was approved, 
consideration was given to implementing these provisions for improving the ac- 
counting and reporting activities in the Treasury Department and reappraising 
internal controls in the light of the new procedures being adopted for audit of 
financial transactions. 

3v letter to the Comptroller General in October 1950, the Secretary expressed 
his desire that the Treasury have the strongest and most efficient system of 
accounting and internal control possible, and the central reports which it is 
required to produce serve the needs of the Government. The Secretary requested 
the Comptroller General to assist in the development of a plan for providing the 
Treasury with an accounting and reporting system contemplated under the ltud- 
get and Accounting Pro cedures Act of 1950, together with an effective type of 
independent audit In his reply, the Comptroller General concurred in the 
Treasury’s proposal and designated the Chief of the Accounting Systems Division 
to cooperate in the development of the accounting and reporting system. 

In accordance with these arrangements, the staff of the Treasury and General 
Accounting Office worked together on nges in procedures and realignment of 
functions in the Treasury to give effect to the objectives contained in the before- 








mentioned exchange of corre spondence Several joint regulations have been 
issued by the Secretary of the Treasury and the Comptroller General simplifying 
procedures which facilitated the steps to be taken under the Treasury’s order. On 


October 27. 1952. in a letter to the Comptroller General, the Treasury outlined a 
plan toward the accomplishment of the long-range objectives to improve the 





‘ yunting and reporting procedures of the Treasury under the Budget and 
Ax counting Proce dure Act of 1950. 1 he pian inelude d: 

1) Consolidation into a Division of Central Accounts, of the accounting 
for receipt ae eae and expenditures performed by the Division of 
Bookkeeping and Warrants and in the Washington and regional offices of the 
Division f Disburs ment; 

: : 


9 tab shment of a single account for the Chief Disbursing Officer 
t to appropriations; 
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3) Decentralization to the original offices of the detail accounting for 
receipts and expenditures and related activities, and provide for such in 
ternal audit as may be necessary to assure accuracy and uniformity 


operations under such decentralized program; 

(4 Extension of the procedure, wherever practical, for making deposits 
of collections directly in the account of the Treasurer of the United States; 
and extension of the procedure for crediting collections on the books of the 
Treasury without the preparation of covering warrants 

The Comptroller General’s reply of November 24, 1952, generally concurred 
in the proposed plan An initial step was taken to establish an appropriate 
organization by issuing Department Order No. 164. This order, effective Janu 
ary 4, 1953, directed the establishment of a Division of Central Accounts into 
which is to be consolidated the accounting for receipts and expenditures by 
appropriations, which has heretofore been performed by the Division of Book 
keeping and Warrants and the Division of Disbursement of the Bureau of Ac 
counts Also, a Division of De posit and Investments has been established into 
which have been transferred the functions previously performed by our Divisio 
of Investments, Division of Deposits, and Section of Surety Bonds 

These consolidations will permit the present Deputy Commissioner to devote 
his entire time to the central accounting system. The system of central account 
will include the maintenance of all accounts of receipts and expenditures of publi 
moneys and will be integrated with the accounts of the other Government ager 
generally at their local office level. The Division will also issue appropriation 
warrants and will furnish basic data for financial statements, including data on 
appropriations, receipts, expenditures, contract authorizations, and unexpended 
balances of appropriations and borrowing authority. 

The order also established a Division of Central Reports which will have the 
responsibility for compiling financial reports as well as reviewing existing reports 
and for developing such reports as may be required to meet the current or new 
conditions. It also placed the general administration of the fiscal internal audit 
and development of regulations of the Treasury in the Bureau of Accounts 

With the staff presently available for this work, it will take considerable time 
to give effect to the plan contemplated by Department Order 164. The cor 
solidation of accounting is also made more difficult since we must be certain that 
current operations will not be interrupted nor delayed in the transition period 
Therefore, changes in the accounting procedures will be approached gradually, 
but it is believed that the consolidation will be substantially completed by the 
close of the fiscal year 1954. The estimates for the appropriation ‘‘Salaries and 
expenses, Division of Disbursement”’ for the fiseal year 1954 include funds for 
the accounting activities transferred to the Division of Central Accounts. How 
ever, since the 1954 budget estimates were submitted prior to the issuance of the 
Department order, no adjustment between appropriations for that year is being 
proposed; the funds will be transferred in the same manner as for the current 
fiscal year, under authority of Reorganization Plan No. 26 of 1950. 

There have also been transferred to the Bureau of Accounts by Treasury 
Department Order 170, of February 27, 1953, additional reporting functions 
previously under the former Office of the Technical Staff. Appropriation trans 
fers for this activity are also contemplated for the fiscal year 1954. 


REDUCTION IN ESTIMATES FOR 1954 


The anticipated savings resulting from the consolidation of accounting work 
under Treasury Order 164 have been given effect in the revised appropriation 
estimates for the fiscal vear 1954 in both of the administrative expense appropria 
tions for the Bureau of Accounts. For the appropriation ‘‘Salaries and expenses, 
Bureau of Accounts” the savings will be approximately $10,000 Also, by cur 
tailing certain staff work, reducing the examination and analyses of reports from 
depositaries, elimination of the preparation of certain reports, postponing purchase 
of supplies, and similar action, we have reduced our estimates for the fiscal vear 
1954 for this appropriation by an additional $90,000, making a total reduction 
of $100,000 over the original estimates. I have here a table reflecting this reduc- 
tion by activities which, with your permission, I should like to insert in the record, 
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Original and revised estimates for fiscal year 1954 


1954 


Ori on hase ition Reduction Rev heed se itio 
Activity stima 










Number Num ber Number 
of em- Amount of em- Amount of em- Amount 
ployees ployees ployees 














Processing deposits of withheld tax 

payments 3.0 $793, 509 $15, 100 3.0 $778, 400 
Financial reporting and mainte 

nance of the Government’s central 

accounts 105. 0 585, 209 10 —41, 500 95.0 | 543, 700 
Development and installation of 
















accounting and reporting systems 26.9 202, 820 2 —12, 000 24.9 | 190, 820 
Processing investments, loans, 

cliims, collections and surety | 

bonds 40.7 175, 314 | 3 —11, 700 37.7 163, 614 
Supervision of the Federal deposi | 

tary syster 21.4 108, 671 3 12, 700 18. 4 | 95, 971 
Executive direction 20.0 134, 387 1 —7, 000 | 19.0 | 127, 387 

Total 217.0 2, 000, 000 19 | ~100,000 | 198. 0 | 1, 900, 000 








In making this revision we will have to decrease our personnel nearly 10 percent, 
since nearly one-half of this appropriation is required for fixed charges, such as 
printing of statements and reimbursement to Federal Reserve banks for processing 
withholding tax collections. This will reduce personnel paid from this appropria- 
tion from an estimated average of 217 employees for 1953 to 198 for the fiscal year 
1954. The number of employees performing these activities will be less than 
before World War II when the volume of work was considerably less than at 
present. In 1940 we had 211 employees assigned to these activities. 












ADEQUACY OF APPROPRIATION 








Senator McCartuy. Senator Robertson, I know you have been tied 
up with some of the other committee meetings. I have been putting 
the entire statement in the record and having the Senators question 
the witnesses on what they consider the high points. 

Senator Ropertson. That will be quite satisfactory because I have 
ascertained they are presenting the revised budget with the cuts that 
were outlined to us by the Secretary of the Treasury. 

Senator McCarruy. I think Mr. Humphrey certainly should be 
given credit for having apparently made a very sincere and effective 
effort to cut where he could possibly do so. 

Are you essentially satisfied with this budget and feel that you can 
get along and perform the duties of your Department with the cut 
involved? 

Mr. Maxwe wu. Yes. We feel we will be able to do a good job. 
We may have to take some calculated risks because we cannot always 
anticipate what may happen between now and the end of the year. 
We feel we have a good chance. We always have savings from man- 
agement improvements, so we think we can probably get through 
with this revised estimate. 

Senator McCartuy. Senators, I have gone over the statement. I 
do not have anything additional to ask Mr. Maxwell that is not covered 
in his statement. It looks like a very complete statement. I assume 
you may have some questions, however. 





























i I 
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EFFECT OF ADDITIONAL CUT 


Senator Ropertrson. | would like to ask one question. Suppose 
the House cut you another $25,000 below the $100,000 you indicate 
you are willing to have the budget reduced. What would be the 
situation then? 

Mr. Maxwetu. We would probably have to take further steps to 
eliminate other reports or to curtail staff activities. We feel there is 
no economy in reducing our technical staff because we feel our staff is 
our basis for effecting economies. If we have to drop the staff, it will 
not help us, since we would have to defer or postpone studies leading 
to improved procedures. 

Senator Ropertson. You feel the $100,000 cut you are suggesting 
is all the reduction in activities of this Bureau that would be consistent 
with efficiency? 

Mr. Maxwe tt. That is correct. 

Senator Ropertson. If, in the economy, we cut you still deeper, it 
would have to be at the expense of some activities of the Bureau that 
you think are essential? 

Mr. Maxwe tt. That is correct. We will either have to drop out 
activities or postpone some action to some future date, at which time 
we would probably have to perform it, anyway. 

Senator Rosgertson. That is all. 


PRESENT REGULATION ON DISCHARGES 


Senator McCartruy. We have heard practically every bureau head 
before this committee or the Government Operations Committee com- 
plain that if forced to reduce personnel under the present laws and 
civil-service regulations, it will necessitate his getting rid of some of 
the better men and keeping on some of the more incompetent. Would 
you say that is the situation in your Department also? 

Mr. Maxwertu. We have a few cases where that might happen. 
In this so-called bumping process, we eliminate certain jobs that we 
can best get along without. However the incumbents of the positions 
have certain rights, and bump other people. Sometimes it is very 
difficult to justify that the people we are bumping cannot satisfac- 
torily do a job in a position at a lower level as well as the people in 
the grades at the present time. However, that very often is the case. 
We may have a couple of instances where that will be the situation. 
In our reduction of force applicable to this appropriation only 18 
employees would be involved. So, with that number, we do not 
anticipate too much difficulty. 

Senator McCartruy. The statement has been made by bureau heads 
that under the previous administration as well as this administration 
they sometimes feel they could operate with less personnel. But, if 
they were to reduce personnel they have to take them by process of 
seniority. They find themselves discharging the more competent 
and keeping on the less competent. I assume we will have to do 
something about that sooner or later. 

Mr. Maxwe tu. I hope so. 

Senator McCarruy. Senator McClellan. 
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Senator McCuie.uan. | have no questions. 
Senator McCarruy. Senator Robertson. 
Senator Ronertson. I have no questions. 


FUNCTICNAL BREAKDOWN 


Senator McCarruy. The committee clerk suggests that it might be 
well to supply for the record a table showing the number of people 
employed and their functions and grades over the past 5 years. Would 
that entail a lot of paper work? 

Mr. Maxwe xt. | have a statement here which may be what you 
had in mind, including the number of employees and the expenditures 
by major objective class. 

Senator McCarruy. That will be made a part of the record. 

(The document referred to follows.) 
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PROCESSING OF CHECKS 


Senator McCarrnuy. I notice that it costs nearly 7 cents a check 
for the Veterans’ Administration to write a check, where the income- 
tax-refund cost is not quite 5 cents a check. The Internal Revenue 
Bureau has a smaller volume. You would think their costs would be 
higher than the Veterans’ Administration. Could you give us any 
idea as to why the cost is about 50 percent more for the Veterans’ 
Administration to write out a check than the Internal Revenue 
Bureau? 

Mr. Maxwent. If you have no objection, Senator, I would like 
to have Mr. Banning, who is the chief disbursing officer, answer that 
question. 

Mr. Bannina. Mr. Chairman, the conditions are different under 
which the checks are written for the veterans’ payments and the tax 
refunds. The veterans’ program consists of pensions, benefits, dis- 
ability compensation, and subsistence allowance for students. There 
is quite a lot of change in some of those categories, particularly sub- 
sistence and disability compensation. We use the Addressograph 
method for that type of recurring payment. We have to cut a 
great many plates. Then, too, we give quite a lot more service to 
the veterans’ activities than we do to the income-tax-refund checks. 
For example, we may mail out circulars for the Veterans’ Admunis- 
tration. The income-tax-refund program uses a different process. 
It is the cheapest method we know for a onetime payment. It is 
know nas the facsimile transfer posting. It 1s a very simple process 
If you are familiar with the ditto process you would understand this. 

A schedule is made with a carbon reversed against that schedule. 
On the reverse side of that schedule sheet there will be a carbon 
deposit left which will show the name, address, and amount payable. 
We run those schedules we receive from the income-tax bureau 
through a transfer posting machine. We get tremendous production 
on those. This operation has proved most economical for a onetime 
payment. 

As the veterans’ benefits are not onetime payments but recurring, 
we find it more practical to use the Addressograph. 


NEW MECHANICAL PROCEDURES 


Senator McCarrny. I notice your department has been apparently 
quite efficient over the past years in attempting to take advantage of 
new mechanical procedures. You have increased the productivity 
per employee, the way it appears from checking these records. I 
wonder what you have in mind for the future by way of additional 
mechanical devices. 

Mr. Bannina. I have some notes here to cover that. For 1952 we 
handled 198 million items at a cost of $12,682,749. That was 6%» 
cents per item. 

For the current year we will process about 201 million items at a 
cost of $12,367,000, or about 6%» cents. So, we have a gain there of 
about three-tenths of a cent. 

For the fiscal year 1954, under the revised appropriation estimate, 
which is $11 million, or $1,065,000 less than the original estimate, 
we will do that work for about 5%» cents. That is, between five-tenths 
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and six-tenths of a cent less than the cost for the current year. We 
are anticipating an increase in production. In 1952 our production 
was about 68,000. This year we expect to raise it up to 70,000 or 
maybe a little better. That means, with the cut now before the com- 
mittee of $1,065,000, we will have to find further production, raising 
it to about 74,000 items. It is quiteachaHenge. We are going to do 
the best we can with mechanization. 

I have a statement here which shows the production and average 
number of employees for each of the years 1947 through 1952, which | 
would like to include in the record. 

Senator McCarruy. We will make that a part of the record also 

(The information referred to follows:) 


Division of Disbursement—Statement of work volume, ‘‘Personal services’ and 
“Other obligations’’ costs, 6-year period, 1947 through 1952 


Employee 
' Nase ¢ A veragt Annual Cost of Cost of production i 
Fiscal | Number of | number of | salary | personal | other obli- | Total cost | per year | Umit 
. mployees rate services gations (thousends 
of items) 
Cents 
1947 172, 488, 422 3, 735 $2,327 | $8, 699,070 | $2,303,300 | $11, 002,370 46 iss 
1048 171, 555, 651 3, 449 2, 366 8, 159, O83 1, 875, 539 10, 034, 622 4 5'% 
1949 183, 925, 581 3, 387 2, 739 9, 275, 989 1, 939, 545 11, 215, 534 54 6% 
i9h0) 198, O07, 940 3, 388 2, 909 9, 855, 873 2, O99, 180 11, 955, 053 64 
1951 188, 027, 401 3, 135 3, 009 9, 434, 527 2, 165, 515 11, 600, 042 6 6% 
1952 198, 120, 498 2, 932 3, 379 9, 906, 760 2, 775, 989 12, 682, 749 68 | 6% 


JOINT ACCOUNTING PROGRAM 


Senator McCarruy. I wonder if you would describe what progress 
you are making with respect to the joint accounting program. 

Mr. Maxwe tt. There are a number of projects which are being con- 
sidered, Mr. Chairman, one of which involves primarily our own 
bureau. Itisa reorganization and a changing of procedure in our own 
office. At the present time we are working with the General Account- 
ing Office on that particular project. It involves a consolidation of 
some of the activities of the Division of Disbursement with those in 
the Bureau of Accounts, particularly the accounting work for appro- 
priations. 

We are also proposing to establish one single disbursing account with 
respect to appropriations. We are planning to decentralize some of 
our work to the field; also making deposits directly to the credit of the 
Treasurer rather than the present method. 

There are other programs. There is a statement which was gotten 
out by the joint group—a very comprehensive document—which 
explains the projects in detail. I would be glad to make this available 
to you if you would like. 

Senator McCarruy. I think we would be interested in that. 

Mr. MaxweE tu. This report sets forth in detail many projects. 

Senator McCartuy. You would not have sufficient copies for each 
of the Senators on the subcommittee, would you? 

Mr. MaxweE ut. We will have them made available. 

Senator McCarrnuy. I am afraid this is too voluminous to make a 
part of the record, so we will make this an exhibit. 

Senators, are there any further questions? Unless you gentlemen 
have something to add, we thank you very much. 
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Bureau or ACCOUNTS 


DIVISION OF DISBURSEMENT 


STATEMENTS OF R, W. MAXWELL, COMMISSIONER OF ACCOUNTS; 
P. D. BANNING, CHIEF DISBURSING OFFICER; C. 0. BRYANT, 
ASSISTANT CHIEF DISBURSING OFFICER; J. F. CANNON, 
ASSISTANT CHIEF DISBURSING OFFICER; R. E. SMITH, BUDGET 
OFFICER ; J. R. LEE, ADMINISTRATIVE ASSISTANT TO THE CHIEF 
DISBURSING OFFICER; G. L. HEGDAHL, ASSISTANT; AND W. R. 
LEAMAN, ASSISTANT 


REVISED ESTIMATE 


Senator McCartuy. The revised estimate for the Division of 
Disbursement for the fiscal year 1954 is $11 million as compared with 
$12,200,000 appropriated in 1953, or a decrease of $1,200,000. When 
compared with the printed budget for 1954 of $12,065,000, it is a 
reduction of $135,000 over the 1953 appropriations, the revised esti- 
mate of $11 million reflects a decrease of $1,065,000. 

The summary appropriations statements will be inserted in the 
record at this point. We will also insert this entire statement in the 
record. ‘This is one of the statements I have not had a chance to go 
through yet. I wonder if you would just run through it and high- 
light what you think are the high points 

(The material referred to follows.) 


SALARIES AND EXPENSES, Division oF DISBURSEMENT 


Analysis of reductions recommended in 1954 budget estimates 


| 1954 revised budge 
| 1954 printed budget Reductions | 1954 revised budget 











estimates 
| 
Activity | — — 
Average s A verage | Average | 
positions | Amount positions | Amount positions | Amount 
| 
1. Processing payments and collec- 
tions 2,709 1$11, 738, 772 151 | $1,042, 000 2, 558 | $10, 696, 77: 
». Issuance of savings bonds BS 326, 228 5 23, 000 80 303, 228 
Total 2,794 | 12,065, 000 156 1, 065, 000 2, 638 11, 000, 00 


EXPLANATION OF REDUCTIONS 


1. Processing payments and collections 
2. Issuance of savings bonds 

Decrease in personal service costs by reduction of nonoperative functions such 
as inspections, audits, and maintenance of various control accounts; a decrease 
in unit cost through increased production rate; and a possible reduction in volume 
due to the overall reduction of Government expenditures. A decrease in other 
obligations through reducing inventories; curtailing travel; and suspension of the 
mechanization program 
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Original analysis of appropriation base 


Regular appropriation, 1953 act 2, 200, 000 
Supplemental appropriation for 1953 0 


‘Total appropriation, 1953 12, 200, 000 
Reductions 
l Processing payments and collections 
Adjustment in base (net 


Appropriation base for 1954 
Increase over appropriation base for 1954 


Appropriation estimate for 1954 aoe 2, 065, 000 
Decrease from total appropriation, 1953 ——- aeien 135, 000 


Comparison of appropriation base with appropriation estimate for 195 


‘ 


Appropriation base Appropriation esti 


for 1954 mate for 1954 Increase « 


A verage Amount Average A mount A verage 


positions positions positions 


1. Processing payments and 
tions » 630 |$11, 416, 067 2.709 |$11, 738, 772 
Issuance of savings bonds f 326, 228 85 $26, 2 
Potal , 715 I 295 2, 794 | 12,065, 
Adjustment in base (net 5 +457, 705 0 


Potal, appropriation 1953 and 
appropriation estimate 1954 2,730 | 12, 200, 000 


INTRODUCTORY STATEMENT OF PauLt D. BANNING 
Cuiker DISBURSING OFFICER 


I, FUNCTIONS AND ORGANIZATION 


The Division of Disbursement disburses appropriated, trust, and special funds 
for the civilian agencies in the executive branch of the Government, with the 
exception of the Post Office and certain corporations It also exercises related 
functions, the more important of which include receiving and depositing collec- 
tions, handling claims of payees for reissuance of lost checks, and issuing savings 
bonds under the Federal payroll allotment plan. The Division serves 311 admin- 
istrative offices in Washington and 1,651 in the field. These agencies include the 
Departments of State, Justice, Treasury, Commerce, Labor, Agriculture, Interior, 
Veterans’ Administration, General Services Administration, Federal Housing 
Administration, Federal Security Agency, and other independent civilia 
establishments. 

The Division operates 26 regional offices located in the financial centers of the 
United States and the Territories. In all offices the procedures followed and the 
types of equipment used are virtually uniform. Each field office is under a bonded 
regional disbursing officer who is accountable for the funds advanced to him by 
the Chief Disbursing Officer. His subordinate employees who handle cash and 
securities are also bonded for faithful performance of their duties. Monthly 
accounts covering receipts and expenditures are rendered to the Comptroller 
General of the United States 

Our appropriation estimates are based on two factors only, volume of business 

iltiplied by the related unit cost \ standard cost accounting system is kept 
to determine the unit cost for acl operation in writing checks, making collectior 
or issuing bonds This reeord shows d ; abor DY task groups, supervisiol 

and ‘rhead for each pe of wor 


periodic payme als I t ‘hedule pay 


supplies consum 


ted checks 


of United St 
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In presenting the appropriation estimates each year our practice has been to 
touch briefly on the expenditures for the latest completed year, the projected 
expenditures for the current yeur, and the estimated expenditures for the ensuing 


year In the sequence mentioned these are the fiscal years, 1952, 1953, and 1954. 


Il, APPROPRIATION FOR FISCAL YEAR 1952 


For the past fiscal year, 1952, the Division had an appropriation of $12,250,000, 


and in addition received $627 7,197 as reimbursement from the 2 transfer agencies 
served, making the total available $12,877,197. In that year we handled 
198,120,498 items at a cost of $12,682,745 , making the average composite unit 
cost $0.0640 As the result of management improvements effected during 195% 
the unit cost was about one-eighth of a cent less per item than the cost orlgtanias 
estimated. In 1952 we turned back to the Treasury $194,448. Actually the 
savings were larger than this figure, as the Division had several items of additional 
expense for which we had to use part of the savings. First, there was a slight 
increase in the volume of work over the original estimates. The 1952 budget 
estimate called for processing 197,952,200 items, whereas the ultimate number 
was 198,120,498 items. The cost for this increase of 168,298 items amounted to 
$10,774. Increased expenditures for supplies and equipment because of higher 
prices, cost $43,090. Finally we paid an additional $115,747 for general wage 
increases under Public Law 201, 82d Congress. With the unobligated balance 
of $194,448, our savings amounted to $364,059. 


1. Streamlining of payment and bond issuance procedures: 
Closer integration of operating steps in preparing national 


service life insurance dividend pay ae ee $61, 476 
Substitution of combined voucher-schedule in lieu of se parate 

documents with savings in paper work : de ..-. 30, 624 
Reduction in work of voucher clearance 5 — 2. 329 
Changes in verification methods and improved indexing of 

plate files relating to bond issuance : =. io 

Total ; : pate dp eeeseeale 101, 969 


II. Installation or extension of labor-saving devices: 
Extension of improved transfer posting method for writing 


iden: «i sdauliihs dee madisetiet. te tkddlcekak __. 34, 796 
Microfilming checks in lieu of pre paring check copies. . - - 15, 392 
Use of improved design of addressograph equipment (model 

9300) _- . 34, 278 
Extension of the use of reinking devices to new addre sing 

machines- Bet de 5, 313 
Installation of automatic microfilm processing machines______ 1, 535 
Preparation of tax refund checks by means of electrical account- 

ing machines equipped with bill-feed device (new project) - - 8, 586 
Improved equipment in files system to eliminate unnecessary 

physical effort. -— ~~ ----- Jodsictd. bs Mee Eee ce ws 3, 667 





WOM Stet Nc ct cle tn i lsd areas we A eos cp BOO 103, 567 


Ill. Simplification of accounting and auditing operations: 
Reorganization of audit and examination work with reduction 


of personnel sesuuvip' 30,600 
Reduction of telety pe detail for re porting. re eceip ts and expendi- 

tures for the daily Treasury statement___.__._---..--- ios 148,400 
Discontinuance of daily posting to appropriation ledger 

accounts and use of summary monthly postings. ._...----- 18, 580 
Elimination of duplication in reconciling local depositary 

checkihe aceqeeee) oi os ks oe se 2d Bee 7 3, 240 
Closer integration of work related to funds control and funds 

transferred to regional offices. _..............--...-----. 7, 745 


DE ee Be Be er. Bate ul edulis uate ues 71, 165 
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[V. Control of forms, conservation of supplies and equipment, and mis- 
cellaneous 
Acquisition of equipment surplused by other orga izations in 







lieu of schedule1 purchase of new equipment $9, 408 
Repairing machine parts in lieu of purchasing high cost new 
parts 4, 883 





Use of cardboard boxes in lieu of metal cabinets for semiactive 







microfilm records 4, 685 
Conservation of paper by reducing size of forms i 2, 071 
Disposal of records resulting in reduced file work 11, 736 
Shipping of vouchers to Federal centers by truck in lieu of 

express 8, 767 
Cash awards for suggestions and work simplification program 4, 244 





Sundry management improvements in overall performance 
through production control and employee selection and 
training 








Total 






364, 059 






Grand total 












III, APPROPRIATION FOR THE FISCAL YEAR 1953 









For the current year 1953, the Division has an appropriation of $12,200,000 and 


expects to receive $667,782 as reimbursement from the two transfer agencies we 
serve, thus making available $12,867,782. This year we will process 201,465,500 
items at an average unit cost of $0.0629, or about 6%» cents per item, as compared 
with 6% cents in 1952. The lowered unit cost of one-tenth of a cent will save 
$203,000. This amount has already been placed in reserve by administrative 
determination, and will be returned to the Treasury, unless some unforeseen condi- 
tion should arise, such as additional work volume due to Executive action or 
legislative provision affecting the number of payments. So far we have no indica- 
tion of such contingency. 

I will briefly discuss the anticipated savings for the fiscal year 1953. In 
management program there is, of course, the matter of the continuing benefits 
from improvements carried from 1 year to the next. I should like to point out 
that savings which we expect for 1953 include not only the continuation of those 
items realized in 1952 but also additional new savings. Briefly the items are as 
falioan 
















(a) Extension of the use of the combined voucher schedule form in lieu 
of separate vouchers and schedules, as heretofore received from 









administrative agencies- - - $133, 062 
(b) Increased production attained through exte nsion of high- speed ad- 

dressing-machine equipment in 7 regional offices. _-.-.----~-- 16, 443 
(c) Streamlining bond-issuance procedure pak seeakad Vel to gd 7, 410 
(d) Shipments by truck in lieu of express_- Jee. tanubetnd Je. 12" 275 
(e) Further reduction of work in voucher clearance ‘ 4, O11 





(f) Sundry projects which have reduced expenses including mic rofilm- 
ing of checks, improved filing methods, production controls, and 
work simplification programs - --- - -- Baides J mae oa 






29, 799 






RRR re 4 ee ae Te Pewee shes wut . 203, 000 


While it is somewhat early to project the operations to June 30, 1953, we can 
from past experience make a pretty accurate forecast. In the past year the 
mechanization program developed somewhat greater production than we had 
anticipated. Recently some improvements have been made in the accounting 
procedures to simplify the work, so that it is not unlikely the savings in the 
reserve will be increased by $150,000. We are now passing through a season in 
which the work volume increases because of the income-tax refunds and soil 
conservation payments. A good deal will depend on the outcome of these pro- 
grams. At present the situation looks favorable. We are ahead of our record 
last year in writing income-tax refund checks. Thus, while we have already 
impounded $203,000, if we get the additional savings of $150,000, and I think 
we will, there will be returned to the Treasury at the end of the current year an 
around $350,000. 















amount somewhere 
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IV. ORIGINAL 





APPROPRIATION ESTIMATES FOR 1054 


The initial estimates submitted by the administrative agencies for 1954 show 
that the Division will be called upon to process 207,629,000 items or 6,163,500 
more items than in 1953. Originally for this work we asked for an appropriatior 
of $12,065,000, together with authority to receive as reimbursement $681,408 
from the transfer agencies serviced, a total of $12,746,408. In accordance with 
existipg practice the appropriation estimate for 1954, compiled more than 9 
months ago, was based on the projected current unit costs at that time. Since 
then, we have effected certain economies mainly through increased production 

Recently at the instance of the Bureau of the Budget a review was made of all 
pending appropriation estimates for the fiscal year 1954. This review ultimately 
resulted in decreasing the appropriation estimate of the Division of Disbursement 
from $12,065,000 to $11,000,000, a reduction of $1 ,065,000. 

Mr. Chairman, I have here a statement which shows the revised estimate for 
1954 by object of expenditure, which subject to your approval, I would like to 
insert in the record 









1953 original 
estimate 


1954 revised 
estimate 


Obligations 1952 actual 
















Appropriated funds 


$12, 055, 552 
Reimbursement from other accounts 


627, 197 


$11, 997, 000 
667,782 | 


$11, 000, 000 
647, 408 


Total obligations 12, 682, 749 12, 664, 782 11, 647, 408 










OBJECT CLASSIFICATION 





















01 Personal service | 9,906,760 | 9,812, 554 | 9, 477, O87 
02 Travel 14, 304 15, 000 9, 000 
03 Transportation of things 115, 235 121, 000 | 109, 400 
04 Communication services | 52, 773 55, 000 50, 900 
05 Rents and utility services | 337, 002 352, 000 343, 000 
06 Printing and reproduction 104, 9R6 109, 917 85, 581] 
Purchase of blank checks. . 547, 210 524, 083 | 512, 819 
07 Other contractual services 68, 955 72,000 | 62, 000 
O& Supplies and materials 1, 125, 087 1, 218, 228 | 933, 521 
09 Equipment 385, 463 360, 000 43, 000 
13 Refunds, awards, and indemnities R15 
15 Taxes and assessments } 24, 069 | 25,000 | 21, 100 












Total obligations 12, 682,749 | 12, 664, 782 | 





11, 647, 408 











Work volume . 198, 120, 498 
Unit cost aS 0640 





201, 465, 500 | 207, 629, 000 
0629 | 0560 
| 















It will not be easy to meet this reduction of $1,065,000. When the review of 
our appropriation estimate was requested, we explored every activity and the 
conditions of work thereunder. 

The Division of Disbursement is a service organization; as such it cannot reduce 
the volume of incoming work from the administrative agencies served. The 
number of checks for veterans’ pensions, veterans’ subsistence allowance, social- 
security benefits, civil-service retirement, and similar recurring expenses cannot 
be curtailed except by legislation. Our volume of work for these activities is 
fairly constant. Similarly, the number of payments for miscellaneous items, such 
as supplies, contractual services, communications, and freight, are also virtually 
regulated by the administrative agencies. Each month as its normal load, the 
Division will issue approximately 14 million checks from the 26 regional disbursing 
offices. Inthe spring, usually from February through April each year, the volume 
increases to about 25 million items, because of the payment of income-tax refunds 
and soil-conservation benefits. 

Mr. Chairman, I have here a statement of the volume of work by months for 
the fiscal years 1951 through 1954 
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Number of items 


953 actual 


1954 estim 
anid ¢ te 


2, 656, 428 14, O51, O3¢€ 


August 3. 020, 295 901. 565 


October 


November 


I l 
1 
1 
eptember 12, O87, 803 3, 710, 053 1 
l 07, 397 14, 407, 412 ] 
] l 
1 
1 
1 


), (42, 866 » 203, 124 3, 2 
Decem ber » ARR, SOD , 623, GIR 030. 
January 3, 577, 634 5Q7, 507 O83 
February , 970, 806 », 482, 106 
March 22, 582, 650 21, 051, 00 26, 524 
April 2, 656, 458 23, 318, 252 24. 761 
May 19, 934, 193 20, 021, O83 18, 050 


June , 502, 281 16, 973, 345 16, 482, 


3 

3, 47 
3, 7 
; 

4 

‘ 


vos 


, 027,401 | 198, 120, 498 201, 465, 500 


V REVISED APPROPRIATION ESTIMATES FOR 1954 


The revised appropriation estimate of $11 million plus the reimbursable funds 
$647,408, will provide a total of $11,647,408 for the fiscal year 1954. In that 
vear the Division will be called upon to process 207,629,000 items. The average 
unit cost allowed for this work under the revised budget is $0.0560, or eight-tenths 
of a cent less than the unit cost of $0.0640 for the most recently completed year 
1952. This revised estimate means that, despite the fact that there will be an 
increase of 6,163,500 items over the 1953 base, the appropriation request for 1954 
has been reduced $1,065,000. One may ask; ‘‘ Has the production gone up, so that 
this reduction is feasible?’’ During the past 10 vears, realizing that the writing 
of checks, the preparing of certificates of deposit, and the issuing of savings bonds 
are activities that lend themselves to the use of high-speed mechanical equipment, 
the Division has expended, with the approval of your committee, considerable 
sums for labor-saving devices. This program has yielded excellent results 
One simple way to test the results as a whole from year to year is to compute 
the average over-all number of items produced per person, taking into considera- 
tion all employees, operative, supervisory, and administrative, and then dividing 
the total number of units processed by the number of employees. The calculation 
is rough, and may be affected by such factors as trends in activities, shifting of 
types of payments, changes in the flow of incoming work, and soforth. In general, 
however, it unmistakably points the direction production is moving. In 1944 
the work handled per employee averaged 36,000 production items a year; by 
1952 the number had increased to 68,000; and in 1953 it will reach 70,000. The 
increase in production through mechanization began to gain momentum along 
about 1947. In that year we had 3,735 employees. In the year just completed, 
1952, the Division had 2,932 employees, a saving of 803 employees. These 
figures are taken from the budget and personnel records. The mechanization 
program, however, is reaching a point where the annual gain in production will 
be less spectacular, as indicated by the fact that in the current vear 1953 the 
number of units produced per employee will increase from 68,000 to 70,000 or 
71,000 items. Our mechanization program has moved along to the extent that 
it would be short-sighted to expect too large a gain in the immediate year, 1954, 
although there should be and will be continued improvement. In the light of 
present production some concern is felt over the adequacy of the revised appropria- 
tion estimate of $11 million. In order that there might be no interruption in the 
work we have carefully studied every object of expenditure 


VI. REDUCTIONS IN OBJECTS OF EXPENDITURI 


The reduction of $1,065,000 has been distributed (a) to personal services 
$491,800; and (b) to other obligations, $573,200. The reduction of $491,800 i: 
personal services will necessitate the elimination of 156 positions. 

In the nonoperative functions the reduction of 34 employees out of 305 employ- 
ees will mean that certain operations considered essential for protection, such as 
inspections, audits, and the maintenance of various control accounts, must be 
dispensed with or substantially curtailed, in order that the operative function of 
writing checks may be performed with the limited funds allowed under the 
estimate. There may be some temporary dislocations from time to time beeaus« 

the shortage of administrative personnel which would affect such operations 


31952—53——14 
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as the receipt, custody, and remailing of undel.vered checks, the prompt handling 
of correspondence and the procurement, inspection, storage, and issuance of 
supplies. The housekeeping expenditures now constitute only 4 percent of our 
budget, which is below that of most Government agencies. 

The reduction of 122 operative employees in the regional disbursing offices is a 
matter of far greater importance because of its implication in relation to produc- 
tion. While the output per employee has been increasing because of mechaniza- 
tion we are concerned that it may not rise to such an extent that a saving of 122 
employees can be realized in a single year, without adverse effect on the work. 
The payment of veterans’ subsistence, disability compensation, pensions, social- 
security benefits, and so forth, cannot be reduced. The same thing is true of 
other activities such as agricultural benefits and civil-service retirement. The 
review requested by the Bureau of the Budget of the appropriations of some of 
the administrative agencies we serve might affect the number of salary checks 
which will have to be written. On present estimate the Division will make 17 
million salary payments at an average cost of $0.0614 per check. A reduction 
in the number of Government employees would correspondingly reduce this 
volume of work. Conceivably it was in anticipation of such reduction in the 
number of Government employees that the cut of $1,065,000 was made in our 
appropriation. 

In the event the volume of work does not decline, the only program that might 
be deferred would be the income-tax-refund payments, of which some 30 million 
checks are issued in the spring of the year. If the other work, as reported by the 
agencies, holds up, the Division might find itself in a position where it could not 
handle the entire tax program. Any delay in writing checks for this activity 
would be prejudicial to the Government, since interest accrues on the overpayment 
of taxes commencing April 16 and continues thereupon until refund is made to the 
taxpayer. The accomplishment of the income-tax refund program, which will 
take place late in the fiscal year 1954 will depend on a combination of factors, 
including not only the reduction in personnel for normal work but also the reduc- 
tion in other objects of expenditure. 

The cut of $1,065,000 in the initial appropriation estimate was so substantial 
that the Division was compelled to apportion $573,200 as reductions in other 
obligations, principally supplies, equipment, and utility services. In the process 
of making payments large quantities of blank checks, envelopes, addressing plates, 
forms, and other supplies are used. In the past 2 years the expenditures for this 
purpose have exceeded $1,800,000 annually and a similar amount was included 
in the 1954 revised estimate. In the condition surrounding the writing of checks, 
it is possible that by reducing inventories to the absolute minimum, and leaving 
barely enough therein to complete the year 1954, a reduction could be made in 
the provision for supplies in the amount of $341,000; blank checks, $30,600; and 
miscellaneous printing and reproduction of forms, $27,000. These reductions are 
possible only because the quantity of stock now carried is regulated by the required 
time for delivery. For example, requisitions for stationery and common supplies 
can be filled within from 30 to 60 days; the procurement for envelopes take not 
less than 3 months; addressograph supplies anywhere from 3 to 6 months and 
sometimes longer, and printed forms and listing paper from 6 to 9 months. In 
making this revision in the supply items, the Division has assumed that prices, 
which are now somewhat lower than in prior years, will continue. The foregoing 
types of articles are of course consumed in relation to the volume of work, and 
the normal replenishment allowances for these purposes in the fiscal year 1954, 
merely means that their deferment is passed on to the early months in the fiscal 
year 1955. 

Allowance for travel has been reduced by $6,000; transportation of things 
$15,600; communication services, $5,100; rents and utilities, $21,000; contractual 
services, $12,000; equipment, $110,000; and miscellaneous expenses, $4,900. 


VII. EFFECT ON REDUCTION 


It is possible that reductions cannot be made in each one of the objects of 
expenditures, exactly in the amount indicated, but every offort will be made to 
do so. The cuts in these latter objects are tentative and may be subject to 
revision. In the case of travel, the reduction of the allowance from $14,100 to 
$8,100, in all probability will not leave sufficient funds to provide for the return 
of officers on foreign duty and to permit efficient inspection of the regional offices. 
Reduction of the allowance from transportation of things contemplates almost 
complete use of motor carriers in lieu of express and parcel post for certain serv- 
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ces, an action which may not be desirable due to the lessened security to the 
ransmission of documents, vouchers, and other valuable articles. On rents and 
itility services there has been taken away every item of rental equipment that 
could possibly be released, leaving the machine units below standard requirements 
for efficient performance. On miscellaneous expenses, the assumption has been 
made that a smaller amount would be required for withholding social-security 
taxes. Finally, the reduction in equipment means the temporiury suspension of 
the mechanization program, due to the fact that after the elimination of $110,000 
from $136,600 contained in the estimate, the remaining amount will be barely 
sufficient to handle replacement of breakdowns in worn-out machines. 

In budgeting its activities, the Division of Disbursement will do everything 
humanly possible to live within the funds provided by the Congress, and to per- 
form all disbursing functions for which it is responsible. We will do our best to 
process all income tax refunds, of which I have previously spoken. The Division 
seconomy minded. Year after year we have turned back to the Treasury savings 
ir reductions in expenditures as evidenced by the following table: 


Unobligated funds returned to Treasury surplus 


| | 
9 | Salaries an | Printing 
Fiscal year _— nd I ing and 
’ expenses binding | 


948 | 566, 055 58, 844 
1949 803, 304 
950 74, 118 
i951 2 30, 908 
1952 104, 448 


| 
1947 $102, 351 | $14, 766 | 


1 Included in salaries and expenses after 1948, 


VIII. PRODUCTION 1044 THROUGH 1954 


Mr. Chairman, I have here a comparative statement for 1944 through 1954, 
which shows the number of transactions classified as to payments, collections, and 
savings bonds. The statement also reflects the expenditures and average com- 
posite unit cost each year for both appropriated and reimbursable items. Subject 
to your approval I should like to offer this exhibit for inclusion in the record. 


Table showing payments, collections, savings bonds, cost and unit cost 


Number of 


Number of savings | Total items | Total cost 


collections 


Number of 
payments 


Average 


unit cost 


| 
| 
Fiscal year | 
| 


bonds } 


1944 actual........- : 61, 009, 197 ‘ , 153 
1945 actual... 81, 845, 548 : , 132 
1946 actual 134, 541, 597 ‘ , 334 
1947 actual 160, 637, 192 8, , 329 
1948 actual 162, 485, : , . 240 
1949 actual 175, 735 j 5, , 078 
1950 actual | 189, 736, 5 , 718 
1951 actual 179, 872, ; , 583 

52 actu 189, 543, ¢ i, , 741 
1953 estimate | 193, 531, 5, , 000 
1954 estimate s 199, 553, 


554,624 | 95, 
137, 313 146, 
970, 901 72, 
257, 138 171 
402, 927 183, 
455, 644 

426, 348 


6, O18, 750 0633 
8, 520. 933 0581 
11, 002, 370 0638 
10, 034, 622 O585 
11, 215, 534 0610 
11, 955, 053 0603 
11, 600, 042 . 0617 
440. 387 12, 682, 749 0640 
500, 000 | 5, 500 | 12, 664. 782 . 0629 
, 500, 000 | 529, 000 | 11, 647, 403 . 0560 


, 343, 544 | 76, 250, $5, 160, 503 $0. 0677 
| 
} 
| 


PENH NNN Sse 


IX. UNIT COST, 1944 THROUGH 1954 


The last column in the foregoing table showing the average unit cost each year, 
I think presents a significant picture. Ten years ago in 1944, the unit cost was 
6% cents. Notwithstanding repeated increases in wages, all required by law, 
amounting to 61 percent over the 1944 base and the higher prices on materials, 
printing and binding, and so forth, which have risen more than 88 percent, the 
average unit cost for next year is 5%o cents. Few other articles can be purchased 
at a cost lower than in 1944. 
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DISBURSEMENT PROCEDURE 


Mr. BanninG. The Division of Disbursement makes payments for 
the civilian agencies of the Government, with the exception of the 
Post Office, the United States marshal’s office and certain corpora- 
tions. These activities are conducted in 26 regional offices located in 
the Federal Reserve cities and other financial centers. 

Our organization makes around 200 million payments a vear, the 
number being about two-thirds of the total checks issued for the Fed- 
eral Government. Because of the large volume involved the work is 
highly mechanized on a production-line principle. With the excep- 
tion of examining the vouchers and proofreading the checks after they 
are written, virtually all operations are performed by machines. 
This includes such tasks as imprinting the name, address, and amount, 
the punching of the check card, the listing of checks drawn, the 
balancing of checks with the vouchers, the signing, the microfilming, 
and the enclosing of checks in envelopes 

During the past 5 years following the time when we started the 
mechanization program, we have installed in most of the offices high- 
speed electrical equipment. Employes who work on these machines 
are required to meet qualitative and quantitative standards of 
production. 

COST ACCOUNTING SYSTEM 


The Division maintains a cost accounting system which shows the 
expenditures and corresponding unit costs for materials, direct labor 
or overhead. Each of the three major categories is in turn classified 
into analytical accounts. Costs are gathered according to type of 
materials consumed, the specific tasks of direct labor required in the 
15 steps for producing a check, and then the distribution of super- 
visory and overhead costs. 

This year, because of increased production on certain operations, 
notably the periodic payments for social security and the income-tax 
refunds, we set aside a reserve savings of $203,000. Production has 
been favorable, exceeding our expectations. It quite often happens 
that way when the change takes place and you do not get as much 
production at the start. Then it begins to increase. That has been 
true in our case. As a result our unobligated balance this year will 
will be considerably larger than the $203,000. 

Senator McCartuy. What happens to that money? 

Mr. Bannina. That savings reverts to the surplus fund of the 
Treasury, sir. I think my prepared statement shows the amounts 
we have turned back each year for 5 years. 


PRODUCTION STANDARDS 


A simple way to test production is to divide the total number of the 
units produced by the total number of employees. That is taking 
into effect. all employees, operative, supervisory, executive—in fact 
everybody on the roll. 

In 1947 we had a production of about 46,000 units per person. We 
then had 3,735 emplovees. 

In 1952, the most recently completed year; production went up to 
68,000. We had 2,932 emploves. I have already furnished a table, 
Mr. Chairman, showing the increase in production each vear which | 
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think is significant. We receive our appropriation based on only two 
factors, the volume of work multiplied by the unit cost classified ac- 
cording to activities. 

I believe that concludes my summarization. 

Senator McCarruy. What did you say your total personnel was? 


TOTAL PERSONNEL 


Mr. BANNING. Our total as of the 31st of March was 3,194 employees 
That includes the regular employees and the temporary employees 
we now have on intome-tax refunds. 

On the regular rolls we have 2,770 employees, and on the accounting 
and parttime rolls 424 employees. This makes up the 3,194 employees. 

Senator McCartruy. What does this revised budget figure, which 
proposes a cut of $1,065,000 over the original estimate, call for by way 
of personnel reductions? 

Mr. BANNiNG. It necessitates a reduction of 156 employees. 

Senator McCarruy. | would like to ask you the same question we 
have asked Mr. Maxwell, and that is this: What, if any, difficulty will 
you have under the present civil-service rules and regulations if we 
eut your budget this much and you have to reduce your personnel? 
Do you feel you will be able to get rid of the less efficient and keep on 
your more efficient employees, or will you find yourself faced with the 
difficulty of getting rid of some of the " ‘tter employees? 

Mr. BANNING. We are going to try to do everything possible to 
live within the $11 million, It places on us, however, the necessity 
of stepping up production. We have increased production every 
year in the past 5 years. There comes a time when you know your 
production potential 

Senator MeCarruy. I do not think you got my question. Let’s 
assume you have people over there. Let’s assume we cut your 
budget so that you have to get rid of 50 people 

Mr. Banning. I am not as much affected by that condition as the 
parent organization, the Bureau of Accounts. About two-thirds of 
our employees are in operating positions in grade GS-2 and grade 
GS-3. Usually they have not been on sufficient time where they 
have established extended se niority by length of service. We can 
ordinarily screen out the least efficient. We do so by use of produc- 
tion standards for quantity as well as quality 


VOLUME OF CHECKS ISSUED 


Senator McCuie.uan. I was interested in your initial statement 
that you produce about 200 million checks a year. That is about 
two-thirds of the total number of checks issued by the Government 
annually; is that correct? 

Mr. Bannina. That is correct. 

Senator McCLeLLan. Who issued the other 100 million checks? 

Mr. Bannine. The Army, the Navy, the Air Force, the various 
corporations and the Post Office Department. There are about 3,000 
other disbursing offices. 

Senator McCuie.iian. Three thousand other disbursing offices 
besides yours? 

Mr. BanninG. Those are not in the Division of Disbursement 

Senator McCLe.iian. Not within your jurisdiction then? 

Mr. Bannina. That is correct. 
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TOTAL INDIVIDUALS RECEIVING CHECKS 


Senator McCie.ian. I wonder if you could give us any idea out 
of the 300,000 checks issued how many different individuals receive 
checks from the Government. 

Mr. Banninc. That would be pretty hard to do, because in that 
number, of course, many checks are based upon recurring payments 
For example, in case of the veterans payments, a veteran who receives 
a pension will get 12 checks a year. A fellow who has disability con.- 
pensation will receive 12. So will the Army where, they make depend- 
ency benefit allotments. 

Senator McCLe ian. I understand that. What I was really trying 
to determine is how many people on an average regularly draw checks 
from the Federal Government. 

Mr. Bannina. I think that information could be developed. |! 
would have to go back and do some research. First I would have to 
find the number of veterans who are payees, the social-security bene- 
ficiaries, and so on. 

Senator McCieiian. I am not asking that you do that. I won- 
dered if you had some figure that would be approximate at least. 

Mr. Bannina. Suppose we say, to begin with, there are about 30 
million people who are going to get income-tax refunds. Let’s say 
there are 5 million veterans who are drawing compensation of one 
kind or another. In social security there are about 5 million persons 
receiving checks. Then there would be those allottees of soldiers 
in the military forces. 

Senator Rorertson. You have the farmers too. 

Mr. Bannina. There are about 2 million farmers receiving agri- 
cultural-benefit checks 

Senator McC.e.uan. I would not care to include in this estimate 
the checks for refund of taxes and things like that that are not regu- 
larly recurring obligations. I think it would be interesting to note 
in round numbers at least how many individuals consistently receive 
checks, some compensation for salaries and pensions, from the Federal 
Government. 

Mr. Bannina. A little research will allow me to include that in 
the record. I will prepare a statement which will give you substan- 
tially the figure for the checks issued by the Treasury. 

Senator McC.etxan. If it is not too much trouble. I would not 
ask you to go to a great deal of trouble. I would be interested in 
having that information. 

Senator McCarruy. If you can supply that for the record, we will 
insert it. 

Senator Rosertrson. You might break that down in percentages. 
That is, 20 percent, 25 percent, and so on. 

(Information referred to follows: ) 





E 


S$ 
> 
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Estimated number of persons receiving checks from disbursing officers under the 
jurisdiction of the Treasury Department 


Class of payment 





sl employees (in civilian agencies and Coast Guard 6 
litary personnel, Coast Guard 
mtractors, utilities, and others 
Veterans’ compensation and pensions “ RI 
Veterans’ subsistence allowance s 
Veterans’ death-benefit insurance 41 
Veterans’ national service life divicends 49 
social-security benefits 48 
R ed pay for Federal employees 45 
Retired pay for railroad employee 1. 02 
ultural payments to farmers 4.7 
Federal income-tax refunds 6. 1 
Votal 48, 608, 18 a4 
R tered intere t, payments on public lebt 2, 950, 000 
Grand total 58, 18 \ 


The foregoing table shows only payees receiving checks from disbursing agencies 


under jurisdiction of the Treasury Department. It does not reflect any payments 
made by the Department of Defense, Post Office, legislative branch, United States 
courts, United States marshals, certain Government corporations, and other 
special disbursing offices 

Senator McCarrny. Is there anything further? If not, thank you 
gentlemen, very much. 


BuREAU OF THE PUBLIC Dep 


U. 8. SAVINGS BONDS DIVISION 


STATEMENTS OF E. L. KILBY, COMMISSIONER OF THE PUBLIC 
DEBT; R. A. HEFFELFINGER, DEPUTY COMMISSIONER; R. E. 
OBERG, BUDGET AND ACCOUNTS OFFICER; ALSO STATEMENTS 
OF VERNON L. CLARK, NATIONAL CHAIRMAN JU. S. SAVINGS 
BONDS DIVISION; MERRILL L. PREDMORE, NATIONAL DIREC- 
TOR; BILL McDONALD, DIRECTOR OF SALES OPERATIONS; AND 
BERNARD KRIXTEIN, BUDGET OFFICER 


BUDGET ESTIMATE 


Senator McCartuy. We will now consider the 1954 budget esti 
mates as offered by the officials of the Bureau of the Public Debt 
The revised figure is $51 million, which is the same amount appropri 
ated in 1953. In the 1954 printed budget the request is for $55 million, 
as compared with a revised figure of $51 million or a decrease of 
$4 million. 

We will now insert in the record the summary submitted by the 
Treasury Department and analysis of the reductions recommended 
along with your statement. 

(The material referred to follows.) 
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ADMINISTERING THE PuBLic Dest 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


1954 printed budget Reductions 
estimates 
Activit 
ene Amount vaaltinn Atmount at Amount 
Issuance, servicing, and retire 
ment of savings bond = O18. 8 ($40, 279, 300 215.0 | $2, 200, 200 2,803.8 | $38, 079, 100 
2. Issuance, servicing, and retire 
ment of other Treasury securi 
ti 836. 1 6, 887, 500 | 79.0 336, 000 757 6, 551, 500 
3. Verification and destruction of 
r@ unfit United States currency 211. ¢ 773, 900 211.6 773, 900 
4. Maintenance and audit of publi 
debt accounts 253. 0 1, 057, 900 12.0 48, 100 241.0 1, 009, 800 
5. Promotion of the sale of saving 
bond 725. ¢ 5, 417, 400 82.0 541, 800 643. 6 4, 875, 606 
f hxecutive direct n i 2 584, 000 27.0 100, 000 76. 2 484, 000 
l otal 5,141.3 55, 000, 000 619.6 4, 000, 000 4,421.7 51, 000, 000 
EXPLANATION OF REDUCTIONS 
1. Issuance, servicing, and retirement of savings bonds: 
Modification of procedures and more effective utilization of 
manpower and machine time - $656, 100 
Reductions in payments to Post Office 1, 375, 000 
Reduction in space rental 93, 000 
Reduction in cost of security stock 76, 100 
Total 2, 200, 200 
2. Issuance, servicing, and retirement of other Treasury securities: 
More effective manpower utilization s 261, 000 
Reduction in security stock 50, 000 
teduction in cost of space and maintenance 15, OOO 
Deferral of equipment replacement 10, 000 
Total 336, 000 
3. Verification’ and destruction of unfit United States currency: 
Elimination of the entire activity by decentralizing the function 
of verification and destruction of unfit United States currency to 
the Federal Reserve banks - _- 773, 900 
4. Maintenance and audit of public-debt accounts: 
Reduction in number of audits of series H, J, and K bonds__- 44, 000 
Deferral of equipment replacement a 4; 100 
Total ie is. . er Sear 48, 100 
5. Promotion of the sale of savings bonds: Reduction in staff, reduction 
in travel and other costs such as supplies in relation to reduction 
in staff, reduction in promotion of the sale of J and K bonds, 
reduction in certain promotional drives, rallies, ete _ - 541, 800 
6. Executive direction: Reduction in personnel of the technical staff 


through reorganization____.-- ieee iJ 100, 000 
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. . ° , ° , 
Original analysis of appropriation base for fisea ear 195 


Regular appropriation, 1953 act $51, 000, 000 
Supplemental appropriation for 1953 








Total appropriation, 1953 51, 000, 000 
Reductions 
Activity No. 1: Issuance ervicing, and retirement 
of savings bonds SOR. 495 
Activity No. 2: Issuance, servicing, and retirement of 
other Treasury securities 12. 500 
Activity No. 3: Verification and destruction of unfit 
United States currency 29, 600 
Activity No. 5: Promotion of the sale of savitgs 
bonds 15, 000 
155. 595 
\ppropriatior base for 1954 50, S44, 40 
Increase over appropriation base for 1954 4, 155, 590 
Appropriation estimate for 1954 55, 009, 000 
Increase from total appropriation, 1953 +4 000, 000 
Compartson of approprialton base wiih appropriation estimate for 19 
A ppropria base A ppropriat est ; 
ig Ee Increase or ase 
Activity 
Averagt ee A sere 4 . Average - 
p ul SS) Pp pt ’ 
l. Issuance ery g und retire 
ent of sa ids » 2.8 $36 SO. 40 S 8 $40 9 () 26.0 z 58 
2. Issuance ervicin ind retire 
ent of other Treasury 
ties Se 6, 548, 30 836. 1 6. 887. 500 
3. Verification and de of 
unfit United Stat irrency 211. ¢ 773, 900 211. ¢ t, OO 
4. Maintenance and audit of public 
debt accounts 248. 7 1, 040, 400 D5 1.0 oon 4.3 7. & 
5. Promotion of the sale of saving 
bonds 725. ¢ 5, 417, 40 725. € 5, 417, 40 
6. Executive directior 06. 2 584 000 96. 2 584. 000 
Total 4,911.0 50, 844, 40. 141 5, O00, OOO 230.3 4, 
Total, apy at 19 and 
ippropriation estimate for 
1054 4 931.9 51. 00 WO 5 141.3 55. 000, O04 209. 4 4 ‘ yy 


Bond sales by fiscal years 


[At issue price in thousands of dollars 








3, 752 $2, 740, &8¢ $10 

1946 6, 7 R77 407. 205 9 

1947 359, 665 2. 

1948 301, 188 l, 

1949 472, 570 23 

1950 2 l, 

1951 - l, 

1952 97, O89 $30, 006 $24, 003 $85, 853 3, O25, 35 
Total 4, 957, 514 23, 437, 754 30, 006 24, 003 85, 853 3, 770, 60 


' Series F and G includes $1,126,000,000 in 1949 and $929,550,000 in 1951 sold during “‘Special offerings 


when the purchase limit was raised for certain institutional investors 


Note.—Series E, F, and G were first offered May 1, 1941. F and G were withdrawn from sale as of May 
1, 1952, and series J and K were offered as of that date. Series H was offered for sale starting June 1, 1¥52 
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INTRODUCTORY STATEMENT OF E. L. KiLBy, COMMISSIONER OF THE PuBLi 
Dest, BurREAU OF THE PuBLIC DEBT 


Mr. Chairman and members of the committee, we appear before you today to 
discuss the appropriation requirements of the Bureau of the Public Debt for 1954 
Our administrative expenses are charged to the appropriation item ‘‘ Administering 
the publie debt,” and stem primarily from the number of security transactions we 
are called upon to process. 


FUNDS REQUESTED FOR 1954 


The budget estimate for 1954 as prepared last fall and submitted to the Congress 
in January was in the amount of $55 million. In accordance with directives of 
the Secretary of the Treasury and the Director of the Budget, the estimates have 
been carefully reviewed over the past few weeks, and reductions have been made to 
bring the total estimate down to $51 million. This is $750,000 less than the 
amount appropriated for the current year—$51 million in the regular appropriation 
and $750,000 in the Second Supplemental Appropriation Act. 

I have a table reflecting the reductions from the original estimate by activities 
which, with your permission, I would like to insert at this point. 


Budget sub- Revised esti- 


Activity Reduction 


mission mate 
Issuance, servicing, and retirement of savings bonds $40, 279, 300 $2, 200,100 | $38, 079, 200 
Issuance, servicing, and retirement of other Treasury 6, 887, 500 336, 000 6, 551, 500 
securilies 

3. Verification and destruction of unfit United States currency 773, 900 773, 900 0 
4. Maintenance and audit of public debt accounts 1, 057, 900 48, 200 1, 009, 700 
5. Promotion of the sale of savings bonds 5, 417, 400 541, 800 4, 875, 600 
6. Executive direction 584, 000 100, 000 | 484, 000 
Potal siicch 55, 000, 000 4, 000, 000 51, 000, 000 


1 
| 
| 
i 


‘The reduction of $4,000,000 indicated in the table includes a decrease in personal 
services of $2,129,000, representing 620 positions less than the original estimate 


GENERAL FUNCTIONS OF THE BUREAU 


The Bureau of the Public Debt performs the administrative work in connection 
with the management of the public debt. This includes the preparation of 
offering circulars, instructions, and regulations pertaining to each issue, the 
issuance of securities and the conduct or direction of transactions in outstanding 
issues, the final-audit and custody of retired securities and interest coupons, the 
maintenance of control accounts over transactions in the debt, as well as individual 
accounts with owners of registered securities, and the payment of interest by 
check to the holders of registered securities. 

In the discharge of many of these responsibilities, the facilities of the Federal 
Reserve banks and their branches, and the Post Office Department are utilized 
on a reimbursable basis. In addition, there are about 21,000 other qualified 
agents throughout the country who issue savings bonds without reimbursement 
for their services, and about 17,000 qualified agents who pay savings bonds on 
a fee basis. The fees are charged to this appropriation. 

Two principal offices of the Bureau are maintained—one in Washington, where 
functions relating to the issuance, servicing, and retirement of public debt securi- 
ties, except those relating to savings bonds following their issuance to the public, 
are performed. The other office is located in Chicago, where all matters relating 
to savings bonds after their issuance are functioned. In addition to the two 
principal offices, three regional field offices, located in New York, Chicago, and 
Cincinnati, are maintained for the purpose of auditing redeemed savings bonds. 

The requirements of the United States Savings Bonds Division are also met 
from the appropriation ‘‘Administering the public debt.’”’ That Division promotes 
the sale of savings bonds and provides services to the large volunteer organization 
engaged in the promotional work. 
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WORK PROGRAM 


With the appropriation for 1953, we can process under the major activity, 
issuance, servicing, and retirement of savings bonds, about 79 million savings 
bond issues and 91.2 million savings bond retirements. In 1954 it is estimated 
that issues will amount to 85 million pieces and retirements.to 95.5 million, an 
increase of 6 million issues and 4.3 million retirements over the volume that can 
be processed in 1953. 

During the first 8 months of the current fiscal year sales of savings bonds 
showed an increase of almost 10 percent in number of pieces over the same period 
in 1952 and, we feel that further increases can be expected, particularly with 
respect to E bonds, as the public becomes more familiar with the better investment 
features these bonds have had since May of 1952. 

With respect to retirements, the increase in 1954 is attributable primarily to 
heavier redemptions of maturing E bonds. When we presented the estimate for 
1953 a year ago, we felt that, under the automatic extension plan authorized by 
Public Law 12 of the 82d Congress, about 60 percent of the maturing bonds would 
be retained by their owners, and 40 percent would be presented for payment at 
or shortly after maturity. Our present experience is that about 70 percent are 
being held and only 30 percent presented for payment. This is probably the 
most favorable point in the extension program, and the percentage of redemptions 
should rise again as the volume of extended bonds increases. Since about 78 
million pieces will mature in 1954 as against 28 million in 1952 and 68 million in 
1953, we believe that an estimate of 95.5 million savings bonds to be retired it 
1954 is conservative. 

The increased volume of issues and redemptions necessitates an increase of 
$750,200 for this activity over funds available this year. This is made up of 
$1,720,500 for reimbursement to the Federal Reserve banks and $69,700 for 
expenses within the Bureau, offset by a decrease of $1,040,000 in reimbursements 
to the Post Office Department 

Under the second activity, issuance, servicing, and retirement of other Treasury 
securities, some volume increases are anticipated. We now expect, however, to 
be able to process the work with an actual decrease in personnel and overall cost 
although some additional cost is anticipated in Federal Reserve bank reimburs 

ents and in the printing of security stock 

We are eliminating from the estimate the entire amount of $773,900 included 
in the eriginal submission for the verification of unfit United States currency It 


is planned to decentralize this function to the Federal Reserve banks, and we 


fee! this can be accomplished without incurring any additional reimburseable 
expenses 3 the banks chargeable to this appropriation 

Another hundred thousand dollars was saved by the Secretary in abolishing the 
Office of the Technical Staff, and transferring some of its functions to a new 
Analysis Staff, or to other organizations of the Treasury \ reduction has also 
been accomplished in the requirements for the Savings Bonds Division and Mr. 
Predmore of that Division will, I am sure, comment on that in his presentation 


GENERAL 


I firmly believe that the estimate for 1954 has already been reduced to the mini- 
1um, consistent with the performance of essential work in a businesslike manner 
We will have to make savings which are not as vet ” arly defined, in order to hold 
ir costs within $51 million in 1954, and still me et the » added costs for fees to paying 
agents for redeeming bonds and ad Jitional reimbursements to the Federal Reserve 
banks for handling the increased volume. I feel, however, that we can meet this 
challenge and assure you that every effort will be made to do our job efficiently 
and with the least possible cost 
Mr. Chairman, that completes my general statement and I appreciate the oppor- 
tunity you have accorded me to present its 


INTRODUCTORY STATEMENT OF MERRILL L. PrReEDMORE, ACTING NATIONAL 
Director, Unirep States Savinas Bonps DIvIision 


Mr. Chairman and Members of the committee, I appreciate the opportunity of 
coming before you today to present the United States Savings Bonds Division’s 
program for 1954. 
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RECENT CHANGES IN THE SAVINGS BONDS PROGRAM 


Effective May 1, 1952, the Treasury made a number of changes in savings 
bonds, Series I retained its name, issue price and maturity values, but now 
matures 4 months sooner, in 9 years and 8 months, and vields 3 percent, com- 
pounded semiannually, if held to maturity. The new series E has higher cash 
values in the early years—2.52 percent interest accrues if held 5 years, as against 
1.79 percent for the ‘‘old type.’’ The annual purchase limit was raised from ten 
to twenty thousand (maturity value). On E—bonds maturing on and after May 
1, 1952, the yield for each and every 6 months of the 10-year extension period is 
3 percent per annum, compounded semiannually. 

Series H, the new ‘‘companion”’ to series E is a current income bond. Like 
E—bonds, they are sold to individuals only. H-bonds sell at par, are always 
redeemable at par (after 6 months from issue date), earn interest payable semi- 
annually and yield 3 percent if held 9 years and 8 months to maturity. 

Series J and K replaced series F and G, which were withdrawn from sale May 1, 
1952. J’s and K’s are similar to F’s and G’s but yield 2.76 percent if held 12 
years to maturity, and also offer higher interim yields. The annual purchase 
limit for series J or K alone, or a combination of the two series, is $200,000 issue 
price. 

MANAGEMENT IMPROVEMENT 


In the past year, the Division has carried on an intensive management improve- 
ment program. The Treasury authorized us to retain McKinsey & Co., manage- 
ment consulting engineers, to appraise and evaluate our organization and opera- 
tion. The major recommendations of this firm have been adopted and the result 
has been to bring together all promotional activities into a single objective sales 
program and to more efficiently coordinate the sales program with Treasury’s 
debt management policies. The exchange of information between headquarters 
and the field offices has been improved—resulting in more effective leadership 
and better coordination of the Division’s staff activities. We shall continue to 
strive for further management improvement. 


VOLUNTEER ASSISTANCE 


The backbone of the savings bonds sales program is the assistance it receives 
from the patriotic legions of volunteers. To these volunteers—from banking, 
business, labor, advertising and publicity media, agriculture, schools, et cetera, 
must be given a large measure of credit for the promotion and sales of savings 
bonds. A major responsibility of the paid staff is the recruiting, assisting, and 
servicing of these thousands of public-spirited men and women who volunteer 
their services to the Treasury’s savings bonds program. 

A most important contribution to the sales program is the advertising support. 
Every year the Treasury receives millions of dollars worth of radio and television 
time, newspaper, magazine, billboard space and car cards free of charge. The 
Government pays not one cent for the time and space. The Nation’s advertisers, 
the businessmen of the country, and the advertising media themselves, donate 
all the time and space. 


SALES PROGRAM FOR FISCAL YEAR 1954 


The sales program for 1954 has a threefold objective: (1) To get more people 
to buy bonds; (2) to acquaint more people with the new terms of the bonds; and 
(3) to encourage established buyers to hold their maturing E-bonds for an addi- 
tional 10-year period 

GETTING MORE BOND BUYERS 
Payroll savings plan 

We ended fiscal year 1952 with 7,500,000 persons buying defense bonds through 
the payroll savings plan, a net increase of 1,700,000 persons, 30 percent more than 
the number signed up at fiscal 1951 vear end. 

When the Division appeared before the Committee on Appropriations last 
year, the payroll savings goal was to have 11 million people signed up by June 30, 
1953. We were hopeful of achieving that goal; however, events during 1952 made 
it necessary for us to modify our sights. Work stoppages such as strikes, par- 
ticularly in the steel industry, had far-reaching effects. In calendar year 1952, 
55 million man-davs were lost—more than twice the number lost during calendar 
year 1951 

The modified payroll savings goal was to have 8 million persons on the rolls 
by the end of the first half of fiscal 1953, 9,500,000 by June 30, 1953, and 
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11,500,000 by June 30, 1954. With just under 8 million savers on the rolls by the 
end of December 1952, we believe we are making substantial progress toward the 
achievement of these goals 
To constantly increase the number of payroll savers takes continuous well- 
planned selling campaigns on an industrywide basis for the big national industries, 
ke steel, railroads, oil, aircraft, automotive, meat packing, glass, rubber, ete 


and thousands of single corporation promotions to penetrate other areas of this 


market 

I don’t wish to give the impression when I say we have nearly 8 million persons 
signed up that our sales efforts as far as they are concerned are over. It takes 
liligent effort, not only to get new savers signed up, but also to keep them signed 


ip, to maintain the large volume currently buying 
Agriculture 

The Division is making every effort to get as many farmers as possible to buy 
lefense bonds We are encouraging them to adopt a new savings plan, the farm 
machinery replacement plan, for the replacement of wornout mechanical equip- 
ment such as tractors, trucks, combines, ete 

Our goal for fiscal year 1954 is to sell defense bonds to another 1 million farmers 
We plan to accomplish this through year-round promotions following the peak 
narket season for major crops in each region, 

Unfortunately, we cannot measure the growth in the farm program as we do 
pavroll savings; but great strides have been made in selling the farmer the new 
farm machinery replacement plan, 

Investor market 

To effectively penetrate this investor market requires close concentration of 
sales effort by selected groups of volunteers to contact prospects. 

We have under way a bond-a-month promotion this April. A conservative 
estimate of the number of persons now on the bond-a-month plan would be 
500,000, about 100,000 accounts being added during fiscal year 1952. sy the 
end of fiscal year 1953, we hope to have 1,500,000 of these accounts 

To do this, some 750,000 women volunteers, from the ranks of the federation 
of women’s clubs, business and professional women’s clubs, and so forth, will 
contact some 5 million self-employed people, concentrating on the doctors, 
dentists, lawyers, accountants, engineers, architects, and so forth, and the shop- 
keepers and other business men and women in their communities. 

The Federal Reserve banks and their members and other banks are cooperating 
with us to help increase the volume of over-the-counter sales. 


School savin gs program 


During fiscal year 1952, we set out to add largely through volunteer efforts at 
least 3,000 schools to those already operating stamp programs. The result: 
5,815 schools were added. Dollar sales do not begin to measure the value of 
these programs. However, stamp sales increased from $8.1 million in January- 
June 1951 to $10.8 million in the same months of 1952, a 34 percent increase. 

At the end of fiscal year 1952, we estimated that there were 2,500,000 students 
attending schools operating stamp day programs. Our goal for 1953 and 1954 
is to increase the number of schools operating stamp day programs so that by the 
end of 1954, over 6,000,000 children will have the opportunity to participate in 
stamp savings days. 


ACQUAINTING THE PUBLIC WITH THE TERMS OF THE NEW AND IMPROVED BONDS 


An intensive educational program, through radio, television, newspaper, 
magazine, outdoor, transportation, and other advertising and publicity media as 
well as personal contact, must be continuously maintained to acquaint all the 
people with the terms of the bonds and the recent improvements which make 
them more attractive investments for all eligible investors. 


ENCOURAGING ESTABLISHED BUYERS TO HOLD MATURING E-BONDS 


Quite a measure of success has been achieved in encouraging people owning 
maturing E-bonds to hold them after maturity. The Division tries to maintain 
the current retention rate of 75 percent of the dollar volume maturing. By the 
end of the fiscal year 1953, close to $744 billion series E-bonds will have come due, 
If the retention rate thus far achieved (75 percent) is maintained, on June 30, 
1953, owners of $5%% billion will be holding them beyond maturity. Then will 


come the heavy E-bond maturities in fiscal 1954, which reflect the wartime peaks 
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of sales in 1944. By the close of fiscal 1954, the amount of series E matured 
will have increased to $13% billion. We will strive to encourage owners of at 
least $10 billion to hold them for an additional period. 

Sales of savings bonds are a bulwark of a stable economy—keeping the owner- 
ship of the debt widely spread among the people. It is an important aid in the 
realization of one of the principal objectives of the debt management program as 
stated by the President in his state of the Union message. The United States 
savings bonds ptogram promotes thrift, gives the holder a buffer against mis- 


fortune, and makes him a partner of the Government. Through this program, : 


many people for the first time in their lives have become systematic and sub- 
stantial savers. 

The original estimate for 1954, submitted to Congress in January, was in 
the amount of $5,417,400. Subsequently a careful review was made of this 
activity and it was determined that through improved utilization of manpower 
and adjustments in program plans, the estimate could be reduced by 10 percent 
without seriously affecting the efficiency of the organization in executing the 
sales program for 1954. This reduction amounts to $541,800 and provides for 
the elimination of 82 average positions. 

Therefore, to permit the United States Savings Bonds Division to carry out the 
program I have outlined, we are now requesting funds in the amount of $4,875,600 
for 1954. This compares with $5,432,400 appropriated for 1953. 


ORIGINAL REQUEST 


Senator McCLe.tian. Do I understand they are asking for the same 
amounts as was appropriated for 1953 exclusively of the ‘$7 50,000 that 
was contained in the supplemental? 

Senator McCarruy. | understand so. The original budget as 
requested was $55 million. 

Senator McCie.ian. They are asking for only $51 million, which 
is the same amount initially appropriated for 1953? 

Mr. Kinsey. That is correct. Actually we have $51,750,000 by 
reason of the supplemental. The amount before you now is $750,000 
less than the amount we have available in 1953. 

Senator McCarruy. Mr. Kilby, I have not had an opportunity to 
read your statement, and I assume the other Senators have not, either. 
You can read it; or, better still, if you would summarize it, since it is 
in the record ‘in its entirety. 

Mr. Kixsy. I think I can summarize it by saying that following the 
directive which came from Mr. Dodge on February 3 the Treasury 
very carefully reviewed the estimates which had previously been sub- 
mitted for the year. In our case it was decided that we could reduce 
from $55 million as originally submitted to the $51 million which is 
now before you. That has been accomplished by curtailing some of 
our activities, by reducing the unit costs that we transfer to the Post 
Office for the issuance of savings bonds, by decentralizing our de- 
struction and verification of currency from Washington to the Federal 
Reserve banks. 

Certain fixed charges which we have no control over present a real 
problem to us. Over half of the appropriation is to reimburse the 
Federal Reserve banks for their operations, the payments of fees to 
agents in regard to savings bonds redeemed and the transfer to the 
Post Office. 

$25 SAVINGS BOND 


Senator McCarruy. Here is a question. We have gotten the 
impression from a number of the witnesses whe have appeared in 
previous years that the cost of the issues and keeping a record of the 

bond runs rather high. I wondered if you have considered the 





po 
bo 


CO 


de 
bo 


St 


Ww 





TREASURY AND POST OFFICE APPROPRIATIONS, 1954 221 
possible wisdom of just making that a bearer bond and cut out all the 
bookkeeping costs. 

Mr. Prepmore. Mr. Chairman, | do not know that we have ever 
considered making it a bearer bond. I think that would very much 
detract from one of the main selling points we use. That is that the 
bond is registered and can be replaced if it is lost, stolen, or destroyed. 

Senator McCarruy. You have not any idea, roughly, what sa i 
could be accomplished if you were to cut out the $25 bond or make i 
a bearer bond? 

Mr. Prepmore. Mr. Kilby would be in a better position to answer 
than I. 

Mr. Kixsy. If we were to eliminate the $25 bond, we could save 
about $6 million annually in this appropriation. If you would make 
it a bearer bond, it would in effect be a depreciated $25 piece of cur- 
rency, which we do not think would be a sound thing to do. 

Senator McCarruy. Would you still accomplish that $6 million 
saving? 

Mr. Kitsy. No, if you would make it a bearer instrument, you 
would probably save in the neighborhood of a million dollars. 

Senator McCarruy. Last year one of the witnesses discussed the 
saving that might be accomplished if you were to make this a bond 
out on a punchcard form where it would save your bookkeeping 
expense. It would be less attractive looking, of course. How much 
could you save? 

Mr. Kiisy. I think it would cost more money. We have studied 
that quite carefully. We feel the overall costs would be increased. 
The savings that would be accomplished in the initial printing would 
be more than offset by increased costs of handling. 


PERSONNEL REDUCTION 


Senator McCarruy. This revised appropriation calls for the reduc 
tion in personnel of how many? 

Mr. KiiBy. 620 positions. 

Senator McCarruy. I realize that the head of a department always 
normally feels with more money he can perform better service with 
more personne 1. Are you essentially satisfied that with this reduction 
of $1,065,000 you will be able to perform your job over there? 

Mr, Krispy. We hope we will be able to handle the volume of work 
which will be presented to us during the coming year with the reduced 
amount. Ours is essentially a service agency. We serve some 50 
million people in the United States who own savings bonds. It is 
necessary for us to render good service in order to maintain the 
confidence of the people in the integrity of the debt. That is our 
principal objective. 

In order to reduce appropriations we naturally have to sacrifice 
those functions which are least essential and which expose us to any 
criticism from the public. 


DEFERRING OF REDEMPTION 


Senator McCarrny. I note in your new ruling that bondholders 
can now hold a series E bond beyond 10 years. Will that result. in 
a reduced workload? 
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Mr. Kiipy. It means a deferring of the redemption expense. Our 
experience to date has been that about 70 percent of .the people are 
retaining their bonds beyond the 10-year period so that only about 
30 percent of the bonds that would be redeemed normally are being 
redeemed currently. 

Senator McCarruy. Instead of redeeming and buying new bonds, 
they are keeping the old bond over the 10-year period? 

Mr. Kitsy. That is cortect. 

Senator McCartuy. That should account for some saving ultimately. 


INTEREST RATE 


Senator McCie.tuan. Where a bond has matured, an E-bond, 
and it is not cashed, does it continue to draw the same rate of interest? 

Mr. Krispy. It automatically draws a rate of interest 

Senator McC.e.ian. Equal to the original? 

Mr. Kixsy. In excess of the original as to bonds which have 
matured since May 1, 1952. ‘The bonds which have matured since 
May 1, 1952, are drawing a full 3 percent interest rate compounded 
semiannually, so it is a more, attractive instrument in its extension 
period than it was in the original 10-year period. 

Senator Ropertson. With respect to the sale of new E-bonds, 
which has been the greater, the sale of new bonds or the redemption 
of old ones? 

Mr. Kitpy. Up until January of this year our experience since 
Korea had been that redemptions exceeded sales. In other words, 
the cash going out of the ‘Treasury for redemptions was in excess of 
the cash coming in because of new sales. But our experience changed 
in January. In January and February the receipts for new sales 
exceeded the expenditures for redemptions of outstanding bonds. 

Senator Ropertson. What is the present total of the direct na- 
tional debt? 

Mr. Kitsy. About $265 billion. 


ESTIMATED TOTAL PUBLIC DEBT 


Senator Robertson. What will be the total at the end of this 
fiscal year? 

Mr. Kinsy. The answer I will make may be a little stale, but the 
latest figure is the revised estimate presented by the former President 
on January 9 which contemplated a public debt of $263,900 million at 
the end of June 1953. 

Senator Rospertson. I saw a piece in the paper yesterday that said 
the former President had overestimated spending less than he antici- 
pated. He had also overestimated income less than he anticipated. 

The net deficit would be about right, is that correct? 

Mr. Kixsy. I think that is approximately correct, although that 
is not in my bailiwick. 

Senator Rosertson. He got the right answer but he did not do it 
the right way. 

Mr. Kitsy. That is right. 
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INTEREST ON NATIONAL DEBT 


Senator Ronerrson. What is the amount of interest that we will 
pay in this fiscal year on the national debt? 

Mr. Kirtsy. About $6,350 million. 

Senator Roserrson. What were the total operating expenses of 
the Federal Government when I came here in the spring of 1933? 

Mr. Kinsy. I suspect they were about the same. 

Senator Roserrson. I suspect they were considerably less. It is 
my recoHection that the total budget in 1933 was around $4 billion. 
Che interest on the debt is more than the total expenses of the Govern- 
ment in the 73d Congress 20 years ago. 

What is your estimate of the indirect debt of the Government? 

Mr. Kiipy. I do not know that any figures have been published on 
the indirect debt. Just what do you have in mind as indirect debt? 
Do you mean contingent liabilities? 

Senator RoBerrson. Yes. You have the accumulated debt of the 
civil-service pension program. ‘That is very much in the red. You 
have the railroad retirement funds accumulating liabilities faster than 
assets. We have at least $30 billion of guaranteed mortgages out. 
You have assumed obligations of the RFC in one way or another. 
You do not have those figures? 

Mr. Kitspy. No;I donot. Those do not come within our province. 

Senator Ropertson. Whose province does that come under? 

Mr. Kixsy. | think those figures might be available in Mr. Max- 
well’s Bureau. 

Mr. Jounson. Senator, we would be very happy to ask Mr. Max- 
well to insert that in the record. 

Senator Ropertson. I got the estimate last July and I would like 
to have that brought up to date. 1 think whoever has to manage the 
direct debt would like to know about the indirect debt which may 
become direct one of these days. 

You will submit for this record a statement as of today the direct 
debt as such a figure. 

As of June 30 next, we anticipate it will be such a figure. The in- 
direct debt, contingent liabilities which could become direct liabili- 
ties, are now estimated at such and such a figure. 

Senator McCarruy. You have in mind all contingent liabilities, 
veterans insurance, social security, everything that may become a 
liability? 

Senator Rospertson. Yes. 

Senator McCartruy. Will you supply that and send one copy to 
Senator Robertson and another copy for the record. 

Senator McCLetuan. I would like to have a copy. 

(The information referred to follows: 

On April 9, 1953, the gross public debt of the United States was 
$264,341,073,107.53. The Treasury estimates that the debt will be about 
$264 billion on June 30, 1953. 


(Further information concerning liabilities, commitments, and con- 
tingencies will be found on pp. 360 to 362.) 

Senator McCLe.tuan. He did not include as to what the anticipated 
debt will be June 30. 

Senator Ropertson. He gave the debt today. What will be the 
total? 


31952—53——_15. 
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GENERAL-FUND BALANCE 


Mr. Kitsey. You have another element in there. That is the 
general-fund balance. The general-fund balance in this estimate, 
which contemplated a public debt of $263.9 billion in June, contem- 
plated a general-fund balance of $6 billion. That is the working fund 
out of which the Government’s expenditures are currently paid. 

Senator McCarruy. The staff just informs me that the Treasury 
Department within the last 2 or 3 months did furnish a report to the 
chairman of the Appropriations Committee on all contingent liabilities. 
They tell me it is a report about an inch and a half or 2 inches thick. 

Senatr Ronerrson. That is worse than I thought it was. 

Senator McCarruy. Under the circumstances, instead of making it 
a part of the record, we will merely mark it as an exhibit. You may 
want to check the report given to Chairman Bridges and possibly bring 
it up to date. 

Senator McCie.uan. | would like to get some figure answers as 
to this anticipated debt by June 30. We have an estimate here—] 
guess a factual statement—that presently the national debt is $265 
billion. I would like to know if it is anticipated that it will be more 
or less on June 30 than the estimated figure it will be then if you can 
give it now. However you calculate it, taking into account cash 
balances and so forth, | do not know. 

Mr. Kixny. I will be glad to submit a figure in the record if that 
will be satisfactory. 

Mr. McC iexian. | just wanted it for my information. Do you 
think it will be more? 

Mr. Kirtsy. I do not have the figures. 

Senator McCarruy. You will submit that, please. 

(The information referred to follows.) 

The gross public debt as of June 30, 1953, is estimated by the Treasury at 
about $264 billion 


FACTORS INVOLVED IN INCREASED SALES OF E BONDS 


Senator McC.Le.ian. You stated that since January the sale of E- 
bonds has risen to where they exceed the cashing in of such bonds. To 
what do you attribute that change in the situation? Is it due to some 
accelerated selling campaign, or Is it attributable do you think to some 
other cause? 

Mr. Kirey. I wonder if I might ask Mr. Predmore to answer that. 

Mr. Prepmore. Gentlemen, I would say there are several factors 
involved in that increase in sales, and the decrease in redemptions. I| 
would say the improved terms of the E-bond announced last May and 
the introduction of the new H-bond and the series J- and K-bonds at 
improved terms had a bearing on it. I think that the work we have 
been doing and the work of the volunteer organizations is paying off. 

Senator McCLe.LuaNn. That is the sales organization? 

Mr. Prepmore. Yes. There may be other factors involved; it 
would be hard to say exactly. 

Senator McC.e.ian. In other words, there are a number of factors 
that you think have contributed to that favorable change. All I was 
trying to determine was whether we might anticipate that that favor- 
able change may continue. 
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Mr. Prepmore. We hope it will. 

Senator McCueiuan. Is there anything now to indicate it will 
not continue based on these factors that ‘have entered into the in- 
crease in recent months? 

Mr. Prepmore. There is nothing to indicate now that it would 
not continue if we can continue a vigorous promotion program, I 
would say. 

Senator McC.ue.uan. Is the cost of that promotion program 
included in these figures? 

Mr. Prepmore. It is included in the overall figures of the Bureau 
of the Public Debt. Then we have a separate ‘budget of our own 
within that allotment. 


TOTAL BUDGET REQUEST 


Senator McCLe..tan. What is the amount of that budget? 

Mr. PrepmMore. The amount we originally requested was $5,417,400 
for fiscal 1954, which was $15,000 less than the amount appropriated 
for fiscal 1953. However, we have made a careful review of the 
budget and we have now requested $4,875,600, which is almost 
exactly a 10 percent decrease from the original request for fiscal 1954. 

Senator Ronertson. Do you have to pay for these national broad- 
casts: 

Mr. PrepmMore. We pay nothing for time or space on the radio or 
television stations or space in Magazines or newspapers. In the case 

live broadcasts, we pay nothing whatever for talent. On any 
transcription such as our Guest Star program—heard on many radio 
stations, about 2,900 of them weekly—we do pay the nominal union 

‘ate for talent. That is a requirement of the union, and it is a very 
slieaiaal thing. For instance, we get name stars like Bing Crosby and 
the cost is $55 for a transcribed broadcast, which is certainly a very 
small fraction of what it would cost to get Bing Crosby to make a 
broadcast. 

Senator Roperrson. | expect they are effective. 

Mr. PrepmMore. We think they are. 

Senator McCLe.uan. | see this program Treasury Men in Action, 
depicting the pursuit and capture of law violators. That program is 
in no way identified with the Government. 

Mr. Prepmore. No, sir. That is private sponsorship. I under- 
stand they work with various bureaus of the Treasury in getting 
material to adopt for the program. We have no official sponsorship 
on that program. 

SALES VOLUME 


Senator McCLe.Luan. In connection with this sales program, can 
you give us the volume per month of sales now of these bonds? 

Mr. PrepmMore. The sales of E and H bonds in March were $397 
million, I believe. 

Senator McC.LeLuan. As compared with what last March? 

Mr. PrepMore. $284 million of E’s last March. 

Senator McCLe.tuan. About $100 million more? 

Mr. Prepmore. That is right. 

Senator McC.etuan. I think that is very good. 
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NEW TYPE TREASURY BOND 


Senator Ronertson. How about the new 30-year bonds? 

Mr. PrepMore. You are talking about the Treasury bond that 
goes on sale next Monday? 

Senator Roperrson. They have not been offered yet? 

Mr. Prepmore. The books open next Monday, April 13. Those 
bonds are designed for what they call institutional investors, insur- 
ance companies, and mutual savings banks, and trustees of pension 
funds and that sort of thing. They are offering $1 billion of new 
subscription and also offering the holders of maturing F and G series, 
which start to mature May 1 of this year, offering that bond in 
exchange for those. 

Senator Ronertson. The F and G bonds carry 2% percent? 

Mr. Prepmore. The F-bond carries 2.53 percent and the G-bond 
carries 2% percent. 

Senator Ropertson. This new one is 34? 

Mr. Prepmore. Three and a quarter, but I would point out to 
you, as much as I know about it, it is not designed for the small 
individual investor. It is a fully marketable bond. In other words, 


Senator Rosertson. It fluctuates with the market? 

Mr. Prepmore. Yes. It runs for 30 years but is callable in 25 
vears. I would assume that is not a registered bond so it does not 
ha ve that safecuard. 

Mr. Kinry. It will be registered. 

Senator Ropertson. Will that pull up commercial interest rates? 

Mr. Prepmore. I do not know that I am qualified to answer that 
question. Mr. Kilby, would you have anything on that? 

Mr. Kitey. The bond is designed to tap nonbank funds to the 
greatest degree possible. For that reason commercial bank participa- 
tion will be limited to a percentage of the time deposits held by the 
banks. 

CURRENCY IN CIRCULATION 


Senator Ronertson. How much currency do we have in circulation 
at the present time? 

Mr. Kirtsy. About $29 billion. 

Senator Ropertrson. How much is that above what was in circula- 
tion 20 years ago? 

Mr. Kitny. Very much so. 

Senator Ropertson. How much? 

Mr. Kiiey. I do not have a figure with me. I think 20 years ago 
we probably had 6 or 8 billion dollars in circulation. 

Senator Roserrson. What is the total of bank-check money at the 
present time? 

Mr. Kixisy. I do not have the figure on demand deposits. I happen 
to know time deposits amount to about $40 billion. 

Senator Roperrson. I am trying to develop the fact that one 
reason we have inflated prices is that the money supply in currency 
and in bank checks has mereased so much more rapidly than the 
production of coods and services. | believe it would be helpful if 
you could get those figures and put them in the record at this point. 
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Senator McC.Le.uan. It is not increased out of proportion to the 
increase in the national debt. I think you will find that it is in line 
with the increase in the national debt. 

Senator Roperrson. That is the type of increase we cannot brag 
about. 

Senator McCLe.tuan. 1 am not bragging about it, I am just 
pointing out the impact of the national debt. 

Senator Roperrson. That helps to create some of this bank money. 

(The information referred to follows:) 

The Federal Reserve Bulletin for March 1953, indicates deposits in all commer- 
cial banks in the United States on January 28, 1953 (preliminary), as follows: 


Interbank oa satan eee . _. $13, 620, 000, 000 

Other: 
Demand ‘ 111, 240, 000, 000 
Time . es 41, 030, 000, 000 
OUR sc cccwennexieeaweues : 165, 890, 000, 000 


OFFICE OF THE TREASURER 
CONTINGENT EXPENSES 


STATEMENTS OF MRS. IVY BAKER PRIEST, TREASURER ; FREDERICK 
L. CHURCH, DEPUTY TREASURER; EDMUND DOOLAN, ASSISTANT 
DEPUTY TREASURER; AND WALTER L. FUNK, BUDGET OFFICER 


REVISED ESTIMATE 


Senator McCarruy. We will hear next from the Office of the 
Treasurer. 

Senator McCuLe.uan. I would say it is a bit stimulating and en- 
couraging to find these agencies of the Government coming up here 
and voluntarily reducing their requests under budget estimates. 
Whether they are going as far as they can, I do not know, but it is 
encouraging at least. 

Senator McCarruy. For the record, the revised figure for fiscal 
1954 for the Office of the Treasurer is $18,450,000 as compared to 
$20,500,000 appropriated in 1953 or a decrease of $2,050,000. The 
printed budget for fiscal 1954 is $20,450,000, a reduction of $50,000 
over the 1953 appropriation. When compared to the revised figure of 
$18,450,000 there is a decrease of $2 million. 

I will submit these Treasury documents for the record. Your state- 
ment will be submitted for the record also. 

(The material referred to follows: ) 
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SALARIES AND EXPENSES, OFFICE OF THE TREASURER, UNITED STaTEs 
Analysis of reductions recommended in 1954 budget estimates 


| 
1954 revised budget 


} 1954 printed budget Reductions estimates 
Activity pete 
Average Average Average i 
positions Amount positions | Amount positions Amount 
1. Processing checks, deposits and 
claim 871 | $3,771, 488 75 | $232,000 796 | $3, 539, 488 
2. General banking services 81 | 15, 719, 113 4 1, 758, 000 77 | 13,961,113 
3. Retirement of currency 52 204, 784 52 204, 784 
4. Maintenance of the Treasurer’s 
,ccounts R7 380, 154 87 380, 154 
5. Payment and custody of secu 
rities 72 288, 144 3 10, 000 69 278, 144 
6. Executive directior 13 86, 317 13 86, 317 
Total 1,176 | 20, 450, 000 2 2, 000, 000 1, 094 18, 450, 000 
EXPLANATION OF REDUCTIONS 
1. Processing checks, deposits and claims: 
a) Reduction due to additional conversions from the use of 
paper to card checks on large accounts of the Post Office 
and the military ae : $109, 000 
(6) Accumulation of backlogs in processing checks and claims 123, 000 
Total reductions, activity No. 1 swe mse 232, 000 
2. General banking services: 
(a) Reduction in over-the-counter banking services 13, 000 
(6) Decrease in purchases of currency of 180 million pieces 
from 1,580 million to 1,400 million ; 1, 745, 000 
Total reductions, activity No. 2 i 1, 758, 000 
3. Payment and custody of securities: (a) Delay in processing over- 
the-counter bond transactions and correspondence on payment 
cases, total reductions, activity No. 5___- Dae ; 10, 000 
Total reductions - : 5 " _. 2,000, 000 
Original analysis of appropriation base for fiscal year 1954 
tegular appropriation, 1953 act ; $20, 500, 000 


Supplemental appropriation for 1953 
Total appropriation, 1953- ‘ 20, 500, 000 


teductions: 


Processing checks, deposits and claims - - - . --- 207, 57% 
Retirement of currency__. ? et, 430, 443 
Maintenance of the Treasurer’s accounts st 600 
Payment and custody of securities ; 3, 800 
Adjustment in base a i old : — 642, 416 
Appropriation base for 1954 19, 857, 584 


Increase over appropriation base for 1954 . 592, 416 
Appropriation estimate for 1954 nese = . 20, 450, 000 


Decrease from total appropriation, 1953...--.---.. — 50, 000 
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me 


Comparison of appropriation base with appropriation estimate for 1954 





Appropriation base Appropriation esti 
ncrease or decrease 
for 1954 mate for 1954 RRaTenES OF Gotten 
Activity 
Average . A veragt ; A verage 7 
positions Amount Pp tions Amount positions Amount 
1. Processing checks, deposits and 
claims 871 $3, 745, 672 871 $3, 771, 488 $25, S16 
2. General banking services 81 15, 163, 413 81 15, 719, 113 55, 700 
Retirement of currency 52 193, 884 52 4, 7R4 10. On 
4. Maintenance of the Treasurer's 
sccounts 87 380, 154 87 380, 154 
5. Payment and custody of secur 
ities 72 SS, 144 72 288, 144 
6. Executive direction 13 86, 317 13 86, 317 
Total 1,176 t 1,176 | 20, 450, 000 v2, 416 
Adjustment in base (net +-189 +-642, 416 SY 642, 41¢ 
Total appropriation 1953, and 
sppropriation estimate for 
1954 1, 365 20, 500, 000 1, 176 20, 450, 000 18Y ( ”) 


Comparative statement of check volume, fiscal years 1950-54 


{In thousands] 













| Actual, Actual, Revised Estimate 
. Fiscal year D l ale } 7 
Account fiscal year | fiscal year 19591 Sant wane fiscal year 
on ‘ 2 ( 
1 I) 19. 1 1953 1¥. $ 
Commodity Credit Corporation 160 163 1l¢ 100 | 100 
District of Columbia 833 721 739 7RS R36 
Federal Deposit Insurance Corporation 44 42 44 0 0) 
Home Owners’ Loan Corporation 54 19 l 
Interior Department 290 109 319 360 sA0) 
Judiciary 253 254 237 258 258 
Justice Department 188 190 190 150 150 
Legislative 124 148 168 18 189 
Miscellaneous 761 1,214 1, 273 1, 104 1,1 
National Military Establishment 
Department of the Air Force 5, 022 &, 559 17, 537 24, 500 26, 5K 
Department of the Army 25, 021 28, 916 37, 527 40, 600 40, 500 
Department of the Navy 22, 777 26, 251 35, 304 39, 500 9. 500 
Panama Canal “ 28 63 13 
Post Office Department 
Postmasters and service. 9, 152 9, 106 10, 046 10, 750 11. 000 
Surplus money orders. .. 1, 326 1, 463 456 900 600 
Reconstruction Finance Corporation 248 179 155 161 161 
Tennessee Valley Authority 450 549 708 730 750 
Treasury Department 
Comptroller of the Currency 44 43 43 18 48 
Interest v, 418 9, 132 9, 112 9, 956 13, 356 
Public-debt redemptions. . 801 785 711 800 800 
U. 8. Coast Guard 787 899 1,072 1, 200 1, 200 
Division of Disbursement 191, 488 178, 838 189, 555 193, 052 200. 04¢ 
Grand total 269, 269 267, 843 305, 326 337, 536 
Less transferred funds 12, 058 10, 038 9, 697 11, 282 11, 554 
Total regular appropriation 257, 211 257, 805 295, 629 313, 907 325, G82 
Payable in Washington 
Paper 45, 903 51, 275 3 58, 227 64, 951 54, 214 
Card 18, 670 18, 373 19, 741 21, 548 21, 735 
Payable in banks 204, 696 198, 195 227, 358 238, 690 261, 587 
Grand total 269, 269 267, 843 305, 326 325, 189 337, 536 


' Actual, 9 months; estimated, 3 months 
* Processed the equivalent of 55,000,000 completed units 
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Comparative statement of public debt outstanding as of June 30 


{In millions of dollars} 











1948 1949 1950 1951 | 1952 
lreasu yonds 112, 462 110, 426 93, 408 89, 708 
Sa b i 53, 273 56, 260 57, 572 57, 685 
Depositary t d 316 369 319 373 
lreasur 29, 478 23, 565 57, 609 40, 217 
Certificate lebtedne 39, O88 47,094 30,177 1, 521 
Treasur 13, 757 11,5 13, 614 17, 219 
Special i miscellaneous 2, 991 2, 777 1, 358 1, 368 
Total 251, 3 252, 027 253, 652 254, O57 258, 091 
Statement of workload on measurable operations 
. Estimate Estimate 
tT 952 , nate, 
Actual, 1 1W53 1054 
Ur i Sta i 1 t i 
Payr g 46, 500 45, 000 45, 000 
z le 33, 000 40, 000 40. 000 
Safekee pieces 134, 000 130, 000 130, 000 
Miscellaneous put iebt and other securities 
Bond pa D 247, 000 240, 000 240, 000 
Safek I ‘ 2, 600 3, 000 3, 000 
CONTINGENT ExpENsEs, Pustic Moneys 
Analysis of reductions recommended in 1954 budget estimates 
Os ay ioe dee 
1954 printed budget Reductions 1954 revised budget 
estimates 
Activity ; iiiamens a 
a Cary Amount | AVerage | amount | A¥eT@ée | 4 mount 
po positior posi jon 
1. Col ng fek sfer- 
r nd disbur public 
fthe 1 $550, 000 200, 000 $350, 000 





EXPLANATION Of} 


Proposed 


REDUCTION 


tralization of redemption of unfit United States currency to 


Federal Reserve banks will reduce cost of shipments of such currency to Wash- 


ington, D. C 


Original analysis of appropriation hase for fiscal year 1954 


Regular appropriation, 1953 act 
Supplemental appropriation for 1953 


Total appropriation, 1953 


Appropriation base for 1954 
Increase Over appropriation base for 1954 


Appropriation estimate for 1954_ 


$550, 000 


550, 000 


550, 000 


550, 000 
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Comparison of appropriation base with appropriation estimate for 1954 





A ppropriation base Appropriation esti ial 
for 1954 ite for 1954 Increase or decrease 
Activity 
Ave ‘ vera 
: Amount A A mount A z A int 
posit p 0 Pp 
Collecting, safekeeping, transfer 

I ind disbursing the public | 
money of the United States $550, 000 $550, 000 |........ Se a 


STATEMENT OF Ivy BakER PrRiksT, TREASURER OF THE UNITED STAT! 


Mr. Chairman and members of the committee, the Office of the ‘reasur 


provides the banking facilities for the entire Federal Government. Our ma 


responsibility is to facilitate the millions of financial transactions involved in 
the day-to-day business life of the Nation, and the volume of services required 
of this Office is governed by the type and volume of such transactions. Our 
functions are established by law and must be performed in an efficient manner 
if the Government itself is to fulfill the duties and responsibilities essential to 
the smooth operation of the Nation’s economy 

While we do not have any branch or field offices, we are able to provide prompt 
and efficient banking facilities to Government offices everywhere by utilizing the 
Federal Reserve banks, acting in the capacity of our agents, and under our 
supervision, in the performance of certain functions for the Treasurer. The 
procedures followed and the equipment used in the banks are essentially the 


same as in the Washington office. 


r 
ir 


OPERATIONS 


The principal activity of the Office of the Treasurer, on the basis of personnel 
and financial requirements, involves that charged with processing checks, deposits, 
and claims. Personnel requirements for this function represent 70 percent of the 
total personnel of the entire Office. This activity is responsible for maintaining 
the checking accounts, not only for the Treasury disbursing officers throughout 
the world, but for disbursing officers of the Defense Establishment, those of the 
Post Office Department, and all other Government entities, including corpora- 


tions, who perform their own disbursing functions. As a part of this operation, 
we must also process the claims relating to lost, stolen, destroyed, or fraudulently 
negotiated checks. Approximately 85 percent of the total checks paid represents 


disbursements of only 4 Federal programs, the Defense Establishment, the 
Veterans’ Administration, Social Security, and tax refunds. 

The Treasurer is required to maintain controlling accounts covering receipts 
and disbursements for all funds placed in the custody of the Treasurer and to 
prepare the necessary reports thereon. Posting media for these accounts are 
primarily the actual debit and credit documents processed daily and teletype 
reports from financial institutions and Government disbursing offices throughout 
the country. 

The payment of principal and interest on public-debt obligations of the United 
States, Government corporations, and agencies is also a function of the Treasurer’s 
office. In addition, this activity provides safekeeping facilities for individuals 
and others for United States savings bonds which at this time total approximately 
600,000 pieces. 

Another function of the Treasurer’s office, and a very important one, involves 
the responsibility for meeting the country’s need for paper currency and coin. 
We purchase all United States paper currency from the Bureau of Engraving 
and Printing. It is then issued through the Federal Reserve banks to financial 
institutions throughout the country and thence to trade channels. The coin 
necessary to meet financial and trade requirements is supplied by the mints on 
order or authority from the Treasurer. Paper currency unfit for further circula- 
tion is segregated from fit currency by the Federal Reserve banks and, after per- 
foration and cutting, is returned to the Treasury for redemption and retirement. 
In addition, the redemption of mutilated or burned paper currency, which will 
average better than 43,000 cases annually, is, under existing law, possible only 
in the Treasurer’s office. 
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CURRENT STATUS 





As a result of reduced appropriations and certain limitations on funds originally 
provided for the fiscal year 1952, the Congress voted additional funds late in the 
fiscal year to prevent further serious curtailment of our operations. Even though 
every possible preliminary step had been taken and additional employees were 
put on the rolls immediately upon availability of additional funds on June 5, 1952, 
it was physically impossible to reduce the backlogs any appreciable amount in 
the short time available. As a result, this Office began the current fiscal year 
with a carryover of 75 million pieces of currency to be processed for redemption 
and approximately 18 million paper checks requiring further processing before 
they could be released to the General Accounting Office. During the past 9 
months, substantial reductions have been accomplished in the currency redemption 
backlog, however, the continued increase in paper checks presented for payment 
has prevented similar reductions in the check backlog. While the volume of 
work on the other operations of the Treasurer’s Office continues on the upward 
trend, the activities are on a current basis. 








PROPOSED CHANGE IN METHOD OF FINANCING REDEMPTION OF FEDERAL RESERVE 
CURRENCY 


The major portion of the backlog in currency presented for retirement pertains 
to Federal Reserve currency. Funds to perform this operation have heretofore 
been provided by direct appropriation with reimbursement in full being obtained 
from the banks at the completion of the fiscal year, and deposited direct to the 
general fund of the Treasury. As stated above, shortage of appropriated funds 
was the direct cause of the immense backlog carried into the current fiscal year. 
After consultation with the Federal Reserve System, the General Accounting 
Office, and the Bureau of the Budget, it was determined that the financing of 
this operation through advances from the Federal Reserve System, rather than 
by appropriation, would tend to serve the best interests of the Government. 
In view of this fact, the 1954 budget presentation now before you has been pre- 
pared to provide for the financing of this operation by an advance of funds from 
the Federal Reserve System, and our 1954 appropriation requirements have 
been reduced accordingly. 






















EXPANSION 





OF PROGRAM 


CHECK IN 


RELATING 
THE 


TO CONVERSION 


DISBURSEMENT OF 


TO 
LARGE 


THE USE 
ACCOUNTS 


OF PUNCHCARD 





Another definite step has also been taken by this office with a view to further 
reducing future budgetary requirements. This relates to the check-payment 
operation. In view of the economies possible through the use of punchcard 
checks mechanically processed over paper checks, which require manual processing, 
the Treasurer’s Office has for several years been striving to have the departments 
and agencies of the Government expand such conversions to all accounts possible. 
As evidence of the success of our efforts, 32 percent of a total of 332 million checks 
issued in 1945 were in paper form as compared with 20 percent of a total of 306 
million issued during 1952. In order to further expedite such conversions, at the 
Treasurer’s request, this project has now been made a part of the joint-accounting- 
improvement program being carried out by the Director of the Bureau of the 
Budget, the Comptroller General, and the Secretary of the Treasury. Accounts 
converted over the past vear have permitted a reduction of approximately $200,000 
in budgetary requirements for 1954. In addition, the 1954 estimate incorporates 
an allowance for considerable further progress under this program. The goal 
is to convert all accounts involving a sufficient volume of checks to justify installa- 
tion of equipment necessary to issuance of the punchcard check. 


REVISION OF 





ESTIMATE 


Under date of February 3, 1953, the Director of the Bureau of the Budget 
formally requested a special review of the 1954 budget in order to establish in 
definitive form the extent to which the same could possibly be reduced. A 
thorough review and analysis of all functions and operations of the Treasurer, 
conducted in response therewith, tended to prove the soundness of our original 
estimate. However, it did disclose two major areas in which reductions could 
be accomplished, and formal presentation has now been made which will reduce 
the original estimate $2 million. 
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The first area, wherein a reduction of $232,000 has been made, involves re- 
quirements necessary to process the payment of checks drawn by Government 
disbursing officers. Since the preparation of the original estimate, the check- 
conversion program, referred to hereinabove, has succeeded to the point where an 
additional allowance for savings of an estimated $109,000 may be contemplated, 
provided the conversions are made effective as presently scheduled. The balance 
of this allowance is contingent upon application of a general reduction in all 
Federal expenditures, and a corresponding reduction in the volume of checks we 
are required to process. Should these conversions or reductions in workload not 
materialize, this Office would be forced to delay settlement of claims for Govern- 
ment checks with attendant public dissatisfaction, and to accumulate a backlog 
of work on other phases of the check-payment operation, the processing of which 
would have to be postponed until funds were made available. 

The second major area where a reduction has been effected involves requirements 
for the purchase of paper currency. The funds requested for this purpose in the 
original submission have been reduced a total of $1,745,000. This will reduce the 
volume to be purchased, as shown in the 1954 budget, from 1,580 million pieces 
to 1,400 million pieces. To accompl this, the standard of fitness of currency 
in circulation, which is already low, will have to be lowered still further, or the 
contemplated reserve stock held to only 629 million pieces. The security program 
calls for a reserve equivalent to 1 year’s normal requirements, estimated at approx- 
imately 1,400 million pieces. 














GENERAL DISTRIBUTION OF FUNDS REQUESTED 








It is believed of importance to call your attention to the fact that while the 
revised budgetary requirements under the title ‘Salaries and expenses, Office of 
the Treasurer” for 1954 total $18,450,000, only $4,106,000, or 22 percent of the 
total estimate represe! ts requirements for pers nal services Requireme nts to 
reimburse the Bureau of Engraving and Printing for the manufacture of United 
States paper currency are now estimated at $13,630,000, or 74 percent of the total 
estimate. The balance of the funds requested under this title represent so-called 





fixed charges, and principally comprise requirements for transportation of p 
checks, rental of equipment, and funds for procurement of printed and blank 
forms 

Particular attention is invited to the fact that, while the indicated work volume 
to be serviced in 1954 will exceed actual for 1952, the present estimate provides 
for lower average employment in 1954 than actual 1952, and we were forced to 
carry over 75 million pieces of currency and approximately 18 million checks from 
1952 into 1953 
MONEYS 


PUBLIK 





CONTINGENT 





EXPENSES, 












The original estimate submitte i under the title “Contir gent expenses, Public 
Monevs” requested a total of $550,000, $200,000 of which was to cover the cost 
of postage and telegraphic communications incident to the shipment of unfit paper 
currency to Washington for redemptior Upon the basis of current operating 
costs and workload trends, the original estimate definitely represents minimum 

ffice to meet the expenses charg sable to tl is appropra- 





requirements to enable this o 


tion during the budget vear However. a survey is now being conducted which 
strongly indicates the possibility of decentralizing the redemption of unfit cur- 
rency, thus voiding necessity for its shipment to Washington. This change in 


procedure will necessitate the providing of adequate destruction facilities 
incinerators—in the 36 Federal Reserve banks and branches, and the establish- 
ment of a tight operating procedure in each. Upon the assumption that such 
decentralization will be accomplished on or before July 1, 1953, the original request 
has been reduced in the amount of $200,000. Failure to effectuate the decentrali- 
zation of the redemption function on or before the above date will necessitate a 
request for supplemental funds under this title 

The Post Office Department now has a request pending before the Interstate 
Commerce Commission to increase parcel-post rates between 33 and 35 percent. 
Approval of such a request would immediately increase requirements for postage 
under the revised submission approximately $95,000 annually However, the 
estimates now before you do not include any provision for this increase 


Senator McCarruy. We are also covering the contingent expenses. 
The revised estimate is $350,000 as compared to $550,000 appropriated 
in 1953, or a decrease of $200,000. The printed budget request for 
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fiscal 1954 was the same as in 1953. I would say that is a rather high 
cut, percentagewise. 

I certainly second what Senator McClellan said, and that is, that it 
is extremely encouraging to find the Department coming down here 
and voluntarily, if I can use that word, suggesting cuts. 

We have been covering so many different items this morning that 
I frankly am behind in these statements. I have not had a chance to 
read the statement of the Treasurer. I understand Mrs. Priest is on 
her way down. 

I assume you are fully aware of the contents of this statement. 
Would you care to discuss the high spots, Mr. Church? We have been 
having cuts in all of the subagenci ies. I am interested in this very 
heavy cut percentagewise in the « contingent e nS ty I note vou cut 
that from a request of $550,000 down to $350,000. Can you tell us 
how you accomplished that? 


DECENTRALIZATION PLANNED 


Mr. Cuurcnu. The answer to that is, it is planned to decentralize 
the destruction of currency. If that is not done, we will have to 
come down for a supplemental. That $550,000 is for requirements 
over which we have no control. It is to cover the shipment of the 
money that has to be redeemed and destroyed, sending out new money 
and the transfer of coins between the Federal Reserve banks. If that 
does not take place, we will have to take care of the $200,000 cut. 

Senator McCarruy. I do not think any of the Senators have had an 
opportunity to read that statement. Would you care to summarize 
the statement? 

Mr. Cuurcn. I think the highlights of the thing would be in this 
Statement. 

We would like to point out that the revised budget presented here- 
with includes reductions possible only in the event of the application 
of a general reduction in all Federal expenditures which could be 
reflected in reduced requirements for services cequired of the Treasurer. 

The revised budget provides a total of $19,271,885 for the fiscal vear 
1954 as against total actual obligations of $21,615,132 for the fiscal 
year 1952, a reduction of $24 million, whereas we finished up the fiscal 
year 1952 with a backlog of 75 million pieces of currency to be processed 
for redemption and approximately 18 million checks on which some 
phase of the payment operation was incomplete. 

You may depend upon the Treasurer’s Office to take advantage of 
every opportunity to hold budget requirements to the absolute 
minimum. 

Senator McCartnuy. Senator McClellan, we intend to cover every- 
thing this morning except the Coast Guard. That is something in 
which I think a number of the Senators are interested. So my thought 
was, instead of doing that this afternoon, we would have the Coast 
Guard come down Monday morning. That will terminate this 
subcommittee’s hearings. 

Mr. Cuurcnu. Those are the highlights of the statement. 

Senator McCarruy. Senator Saltonstall, do you have any ques- 
tions? 
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FUNDS FOR PRODUCTION OF NEW CURRENCY 


Senator SALTONSTALL. When the Bureau of Engraving and Printing 
comes up I would like to ask questions. 

On page 2 of Mrs. Priest’s statement at the bottom of the page it 
states, “Paper currency unfit for further circulation is segregated 
from fit currency and 1s returned to the Treasury.’”’ What always 
interested me from other hearings, if my memory is right, the former 
administration many times argued that we did not give them enough 
money to turn over their paper and to have new paper currency and 
that they were gradually shrinking their reserves year by year. 
I know we kept it low last year. I was interested to know what that 
situation was at the present time and if there was enough money in 
that account to take care of having new paper money. 

Mr. Cuurcn. There is. 

Senator SaLTonsTaLL. Then you disagree with some of the testi- 
mony ~~ viously submitted in other years? 

Mr. Cuurcnu. If I understand vou, there were years when we did 
not bibed enough. The stock has been built up in the last 2 years. 

Senator SALTONSTALL. Perhaps before we stop we can go into 
executive session for just a moment to have that explanation. I know 
that was always one of the questions that was raised in connection 
with the Office of the Treasurer. 

Mr. Funk. In 1952 we were able to get sufficient money to pur- 
chase 1,600,000,000 pieces, which enabled us to rebuild our reserve 
stock. At the present time we are carrying approximately a 4 months’ 
reserve, which is deemed adequate under normal circumstances. 

Senator SaALronstTaLL. That was paid for? 

Mr. Funk. That is right, sir. 

Senator SALTONSTALL. You are not going to pay for that this year? 
It is all done? 

Mr. Funk. That is right, sir. 

Senator SALTONSTALL. You are satisfied? 

Mr. Funk. That is right, sir. 

Senator McCartruy. Thank you, gentlemen, for your presentations. 


Bureau oF ENGRAVING AND PRINTING 


STATEMENTS OF A. W. HALL, DIRECTOR; H. J. HOLTZCLAW, ASSO- 
CIATE DIRECTOR; C. E. DEERY, CHIEF, OFFICE OF BUDGET AND 
ACCOUNTS; AND A. J. WILSON, ACCOUNTANT IN CHARGE 


WORKING CAPITAL FUND 


Senator McCarruy. The Bureau of Engraving is with us this morn- 
ing, and they are not asking for any appropriation inasmuch as Con- 
gress provided a working capital fund, a revolving fund, as a means of 
financing the Bureau’s operations. Beginning July 1, 1952, the 
figure was $3,250,000. 

We will insert in the record summary statements on operations of 
the Bureau. and I will introduce the statement of Mr. Hall in its 
entirety, also. 

(The material referred to follows: 
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Statement showing comparison of all deliveries in 1952, 1958, and 1954 


Class of work by activity 1952 actual 1953 estimate | 1954 estimate 
Printing of currency Pieces Pieces 
United States 1,8 1, 523, 070, 960 , 580, 184, 000 
Federal Reserve notes 1, 090, 560, 000 | 840, 000, 000 
Military payment certificates 





120, 000, 000 | 120, 000, 000 


Total 


s 


3, 809, 154 2, 733, 630, 960 2, 540, 184, 000 

Printing of stamps 
Internal revenue 
Plate printed 





Rotary: Playing cards . 56, 710, 000 110, 500, 000 110, 500, 000 
Flatbed 
Bottle strip 76, 756, 400 | 143, 440, 000 | 143, 440, 000 
Other ap ecnioniey red 86,811,012 | 121, 528, 400 | 121, 528, 400 
Offset printed 
Bottle strip ‘ " 1, 162, 501,000 | 2,075, 000, 000 | 2, 075, 000, 000 
Cigarettes 19, 346, 000, 200 | 22, 000,000,000 | 22, 000, 000, 000 
Cigars 206, 865, 480 | 234, 000, 000 | 234, 000, 000 
Fermented malt liquor 42, 480, 604 61, 000, 000 | 61, 000, 000 
Snuff 399, 433, 338 | 348, 000, 000 | 348, 000, 000 
Tobacco ‘ | 1,410, 205,990 | 1, 497,750,000 | — 1, 497, 750, 000 
Other 51, 518, 991 | 66, 538, 200 66, 538, 200 
Total eed 22, 839, 283,015 | 26, 657,756,600 | 26, 657, 756 


600 
United States postage 
Plate printed 
Rotary: | 


Ordinary 14, 694, 097, 600 | 15, 071, 800, 000 15, 071, 800, 000 
Airmail, small (400 subject) 698, 580, 500 700, 000, 000 700, 000, 000 
Airmail, large (200 subject | 78, 496, 650 | 87, 500, 000 87, 500, 000 
Book, ordinary and airmail 1, 760, 186, 880 1, 932, 800, 000 1, 932, 800, 000 


Coil, ordinary and airmail - | 3, 556 





| 3,911, 050, 000 


© 
z 
= 
= 








Commemorative | 1, 253, 1, 500, 000, 000 1, 500, 000, 000 
Postage due 202, 224, 500, 000 224, 500, 000 
Special delivery 82, 130, 200, 000 130, 200, 000 
Flatbed: Miscellaneous | 33, 35, 050, 000 35, 050, 000 
Total — - on ee ..| 22, 361, 048, 560 | 23, 592, 900, 000 23, 592, 900, 000 
Other stamps. -- ‘ — 257, 894, 391 263, 085, 000 267, 845, 000 
Printing of paper checks, commissions, certificates, etc 
Checks (paper 63, 970, 545 | 68, 189, 700 | 70, 365, 050 
Government requests for transportation | 14, 344, 600 | 21, 264, 880 10, 988, 150 
Commissions, certificates, etc | 
Plate printed | 297, 852 353, 415 
Offset printed | 20, 817, 760 | 25, 077, 730 
Certificates of naturalization 305, 000 305, 000 
Total..... . ‘ . 90, 146, 642 110, 875, 192 | 107, O89, 345 
Printing of bonds, debentures, etc 
United States savings bonds | 80, 545, 028 78, 559, O80 84, 719, 320 
Treasury bonds, notes, etc | 2, 764, 723 2, 826, 684 3, 546, 000 
Miscellaneous bonds, debentures, etc 245, 070 245, 700 229, 800 
Postal savings certificates ‘ | 5, 147, 500 10, 000, 000 10, 000, 000 
Total...- iii neni ‘ 88, 702, 321 91, 631, 464 98, 495, 120 
Purct ase of card checks... -- pqpnpoewens : 274, 197, 000 253, 810, 000 273, 599, 400 


Grand total___. . Stebel ae 48, 405, 081, 083 53, 703, 689, 216 53, 537, 869, 465 
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Statement showing net change in unit cost rates for each class of work for 1953 and 1954 
as compared to aviual 1952 rates 























Unit cost rates per thousand Increase (+) or decrease (—) 
Class of work by activity 
| . 2 ! s 1953 over 044 ove 044 ove 
| 7 sid 1054 1952 1800 ai i 1083. ; 
Printing of currency 
United States $9. 93 $9. 72988 $. 20012 $. 20012 
Federal Reserve notes 9. 99 9. 776 214 214 
Military payment certificates 3. 59 3. 34 2 25 
Printing of stamps 
Internal revenue 
Plate printed | 
Rotary: Playing cards | 28314 29582 20582 | +.01268 | +. 01268 
Flatbed 
Bottle strip 1. 28781 1. 35670 1.35670 | +. 06889 | +. 06889 
Other 1. 06051 1. 23353 1. 23353 +. 17302 +. 17302 
Offset printed 
Bottle strip | 27451 28775 | 28775 +. 01324 +. 0132 
Cigarettes 05802 05853 05853 | +. 00051 | +. 00051 
Cigars 26062 +. 01716 | +. 01716 
Fermented malt liquors 1. 06489 1 - -9 +. O8798 4. OS798 
Snuff 18373 +. 01261 | +. 01261 
Tobacco j 32442 | +. 00155 +. 00155 
Other | 2.48562 | 230077] 2 18485 18485 
United States postage | 
Plate printed 
Rotary | 
Ordinary 11962 12352 12352 +. 00390 +. 00390 
Air mail, small (400’s 11742 11940 | 11940 +. 00198 | +. 00198 
Air mail, large (200’s) | 26847 27814 | 27814 | +. 00967 | +. 00967 sien 
Book, ordinary and air 
mail 41130 41973 41973 | +. 00843 | +. 00843 - 
Coil, ordinary and air | | | 
mail... on | 21749 | 22387 | +. 00638 | +. 00638 | —_ 
Commemorative | 26109 28324 | +. 02215 +, 02215 | aa 
Postage due 12720 13149 | +. 00429 +. 00429 
Special delivery | 24971 25204 | +.00323 | +. 00823 | a 
Flatbed: Miscellaneous | 1.51106 l f + 00686 | +. OOBRE at 
Other stamps 47009 + 06622 + 05606 $. 00626 
Printing of paper checks, commissions, | 
certificates, etc | 
Checks (paper) 7.113 7. 883 7. 883 +0. 770 +0. 770 
Government requests for transporta- | 
tion 6. 798 12.348 | 12.348 | +5. 550 +5. 550 
Commissions, certificates, ete | | 
Plate printed 793 270. 490 242.432 |+43.697 |+15. 639 28. 058 
Offset printed 3950 32. 7613 23. 4314 | +17. 3663 | +8. 0364 9. 3299 
Certificates of naturalization 13 50. 5: 50.53 |+11.40 SEA. . Didsuntducee 
Printing of bonds, debentures, etc.: 
United States savings bonds. 490 25. 56949} 25.59204 +.07949' +. 10204] +. 02255 
Treasury bonds, notes, ete 867 108. 017 131.650 |+35.150 |+58.783 | +23. 633 
Miscellaneous bonds, debentures, etc. _| 222. 284 199. 426 197. 594 22. 858 24. 690 1. 832 
Postal savings certificates | 041 20. 257 20. 257 +1. 216 +1. 216 
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Statement showing costs by activities for fiscal 


Class 


f 


Printing ¢ 
United States 
Federal Reserve 


eurrency 


notes 


Military payment certificate 


Total 


Printing of st 
Internal] revenue 


Plate printed 
Rotary: Playi 
Flatbed 

sottle str 
Other 
ofr printe 
Bottle striy 
Cigarette 
( igar 
Fer! ted 
Sroaoft 
lobace 
Other 
Tota 
T ted State 

Plate pr 

Rotary 
Ordina 
Bo 
( 
or 
| ave d 
Sp ‘ 

Flathbe M 4 
Total 


Other stamp 


Printing of paper checks, « 
Checks ({ 


Gover ent re 





~ ! 4 
I soa ee ' 
M lane 
Pe i 
P ‘ 
Or 
Other dire 
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23, 940, 6456 
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915 
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128, OFF 
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1953 estim 


$14, 819. 
10, 661 
400, 


19 


ate 


300 
313 
ROO 


25, 881, 413 
32, 688 
194, 605 
149, 909 
597, 080 

1, 287, 704 
65, 000 
70, 325 
68, 328 

488, 221 
153, 089 


3, 106, 


1, 861, 
3 


R11 


424 


wr 


Swe 


194 


141 
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80), 
682 


15, 


2 008 
305 
4%, 


9 


2. MM. 
647 
97 

38, 415 


949 


54 


years 195.2, 1958, and 1954 


1954 estimate 


$15 
x 


23, 


9 


375 
211, 
400, 


987, 


597, 
287 
HF 
70 
6S 
488 


00 
R40 
SOO) 
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A. Statement of sources and application of funds for the fiscal years ending June 30, 
1952, 1958, and 1954 


FUNDS APPLIED 
lo operations 
Engraving and printing 
Acquisition of assets 
Plant machinery and equipment 
Motor vehicles 
Office machines 
Furniture and fixtures 
Building appurtenances 
Fixed assets under construction 
lotal funds applied to acquisition of a 
graving and printing 
Expenses 
Purchases 
Direct labor 
Manufacturing expenses 


rotal expenses, engraving and printing 
plied to engraving and printir 
nee of incinerator 
t agencies: Expenses 
cks: Purchases 
lireet charges for miscellaneous serv 


n selected working tal items 
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B. Statement of income and expenses for the fiscal years ending June 30, 1952, 1958, 


Engraving and printing: Income from sales 


} 


Expenses: Cost of goods sok 


and 1954 


1952 actual 


$33, 303, 501 


Purchases of direct materials 5, 782, 297 


Increase in inventory 


— 82, 626 


Cost of direct materials used 5, 699, 671 


Direct labor 


18, 867, 903 


Manufacturing expenses (excluding depreciation) 6, 970, 399 


Depreciation 


Total manufacturing costs 


Increase (—) or decrease 
Goods in process 
Finished goods 


Cost of goods sold 


Net profit or loss 
ing 


1, 105, 013 
32, 642, 986 


541, 066 


273, 452 
ee 33, 457, 504 


from engraving and print- 
— 154, 003 


Operation and maintenance of incinerator and space utilized 


by other agencies 


$37, 470, 111 


1953 estimate | 1954 estimate 


$35, 694, 691 


6, 937, 999 6, 606, 916 


6, 937, 999 6, 606, 916 
21, 567, 286 

7, 660, 823 

1, 150, 000 


37, 316, 108 35, 694, 691 


37, 316, 108 35, 694, 601 


154, 003 





Income from services 293, 091 297, 800 306, 800 
Operating costs 293, 091 297, 800 306, 800 
Net income from operation and maintenance of incin- 
erator and space utilized by other agencies 
Card checks 
Income from sales 689, 384 647, 215 697, 678 
Cost of goods sold (purchases 689, 384 647, 215 697, 678 


Net income from card checks 


Other direct charges for miscellaneous services 
Income from services 84,179 
Cost of services 84, 179 


Net income from miscellaneous services 


Deficit at beginning of year 


154, 003 
Deficit at end of year 154, 003 


C. Statement of financial condition at the inception of the Bureau of Engraving and 


Printing fund, July 1, 1951, and as of June 30, 1952, 1953, and 1954 


1951 1952 1953 1954 
actual actual estimate estimate 


ASSETS 


Current assets 











Cash with U. 8. Treasury $3, 739,732 | $3, 664,254 $3, 669, 254 
Accounts receivable $1,812,892 | 3,856,536 | 3, 796,000 3, 796, 000 
Inventories 
Stores 2, 370, 402 2, 453, 028 
Goods in process 3, 267, 506 2. 726, 440 
Finished goods 1, 009, 194 735, 742 
Prepaid expenses and deferred charges 46, 633 142, 267 
Total current assets 8, 506,627 | 13,653,745 | 13, 517, 731 13, 522, 731 
Fixed asset 
Plant machinery and equipment 12, 260, 226 | 13,068,332 | 14,171, 432 15, 323, 432 
ehicles 29, 418 57, 032 63, 232 69, 432 
1achir 90, 941 100, 579 113, 079 125, 879 
Furniture and fixtures 287, 970 327, 913 351, 513 3 513 
Dies, rolls, and plates 3, 955, 961 3, 955, 961 3, O55, 961 3, 955, 961 
Building appurtenance. 494 64, 004 19, 004 
Fixed assets under constructior 68, 133 252, 549 252, 549 _ 549 
Total 16, 692,649 17,821,860 18, 971, 840 20, 171, 860 
I portion charged off as depreciation 1, 090, 948 2, 240, 948 3, 440, 948 
Total fixed asset 16, 692,649 16,730,912 16, 730,912 16, 730, 912 
tot » 


25, 199, 276 30, 384, 657 30, 248, 643 30, 253, 643 
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Statement of financial condition at the inception of the Bureau of Engraving and 


Printing fund, July 1, 1951, and as of June 30, 1952, 


LIABILITIES 
Current liabilities 
Accounts payable 
Accrued liabilities 
rrust and deposit liabilities 
Other liabilities 


Total liabilities 


1951 
actual 


$51, 355 
3, 301, 862 


7,416 


3. 360, 633 


1952 


actual 


$587, 


3, 961, 
RYO 


5, 450 


1958, and 195 4 


1953 
estimate 


$590, 000 


5, 160, 000 


Con. 


1954 
imate 


INVESTMENT OF U. 8. GOVERNMENT 
Principal of fund 


Appropriation from U. 8. Treasury 


Donated assets, net 21, 838, 


Total principal 
Operating surplus 
Operating deficit 
otal investment of the U. 8. Government 


otal liabilities and investment of U. 8 
ment 


Govern 


21, 838, 


21, 838, 


25, 199, 


3, 250, 000 
643 | 21, 838 


3, 250, 000 


643 | 21, 838, 643 


643 | 25,088,643 | 25, 088, 643 


154, 003 


643 | 24,934,640 | 25, 088, 643 


276 = 30, 384, 657 


30, 248, 643 


Schedule of manufacturing costs for the fiscal years ending June 


19538, and 1954 


Direct labor 


Direct materials used 


Manufacturing expenses 
Salaries and indirect labor 
l'ravel 
Telephone and telegraph 
Electric current purchased 
Health service 
Guard servic 
Other services performed by governmental agencies 
Other contractual services, nongovernmental 
General supplies 
Office supplies and printing 
Freight express and parcel post 
Fuel, motor vehicles ‘ 
Minor plant machinery and equipment 
Minor furniture and fixtures 
Repair parts and supplies 
Buildings 
Building appurtenances 
Plant machinery and equipment 
Motor vehicles 
Furniture and fixtures 
Amortization 
Experimental equipment 
Alterations and maintenance 
Depreciation 
Building appurtenances 
Plant machinery and equipment 
Motor vehicles 
Office machines 
Furniture and fixtures 
Adjustment, stores 
Miscellaneous 


Total 
Cost credits 


Less 


Potal manufacturing expenses 


Less: nonproduction costs 

Cost of operation and maintenance of 
space utilized by other agencies ; 

Other direct charges to agencies for miscellaneous services 

Excess cost of inks manufactured over quantities used 

Cost of manufacturing repair parts for Bureau use 

Equipment costs capitalized 


incinerator and 


rotal nonproduction costs 


1952 actual stimate | 1954 estin 


$18, 867, 903 
699, 671 


567, 286 $20, 512 
937, 999 6 


53r, 444 
1 

21, 

190 

48 

438, 


4, 902 
5, 254 
1, 048, 141 
4,124 

12, 161 
35, 333 

5, 010 


1, 003 


9, 037, 196 
47, 786 


8. GRY 


410 


293, 091 


¥ 9, 000 
500 O00 


913, JOS SUD. 


316 


SOU 


32, 642, 986 37 691 








242 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


ScurepuLe C-1.—Working capital changes for the fiscal years,ending June 30, 
1952, 19538, and 1954 





Balance | Increase Balance | Increase | Balance | Increase| Ralance 
ais of or de- as of or de- as of or de as of 
July 1, crease June 30, | crease | June 30, erease | June 30, 
1951 1952 1952 (—) 1953 1953 (—) 1954 1054 
ITE MIZATION OF WORFINS 
CA TAI 
Current asset 
Cash $3, 739, 732 $3, 739, 732) —$75, 478/$3, 664, 254| $5, 000 $3, 669, 254 
4ccounts receivable $1,812,892) 2,043, 644) 3, BAB, 586) —60, 536) 3, 796, 000 3, 796, 000 
Inventori 6, 647, 102 731, 892) 5, 915, 210 5, 915, 210 5, 915, 210 
Prepaid exper and =e 
ferred charges 46}, 633 05, 634 142, 267 142, 267 142, 267 
rot 8. 506, 627 5, 147, 118) 13, 653, 745 136, 014/13, 517, 731 5, 000/13, 522, 731 
( rre ligt tic 
payable 51, 355 53h, O6t 57, 421 2 ‘79 590, 000 590, 000 
hilit 3, 301, 862 659, 956) 3,981, 818!) 316,818) 3, 445, 000 ~§, 000; 3, 650, 000 
leposit liabilitic 809, R&S ROO. RRS 25, 117 925, 000 925, 009 
Other lit 7, 416 6, 521 R95 894 
Tot 3. 360, 633: —2, O89, 384) 5,450,017) 290,017) 5, 160. 000 5, O00 165, 000 
W orking capital 5 145. 004 3, 0457, 734) & 203 728 154. 003) &. 357. 731 8, 357. 731 
SUMMARY OF CI 
{ lant € ‘ 
4 
Ss hang ‘ g 
capital 10, 894 220, 481 —, 000 
Change in Treasury cast 3, 739, 732 —75, 478 5, 000 
C 
1 tA: Ir tories for resale 731, 892 ai 
lotal 3, 057, 734 154, 003 


STATEMENT OF A. W. Hau, Director, BUREAU oF ENGRAVING AND PRINTING 


Mr. Chairman, the Bureau of Engraving and Printing is a manufacturing 
establishment which designs, engraves, and prints currency, securities, postage, 
and revenue stamps, checks, militarv commissions and certificates and other classes 
of engraved work for the various Government agencies, the Board of Governors 
of the Federal Reserve System, and insular possessions of the United States. 

The anticipated work program for the fiscal year 1954 indicates that the high 
level of production of the past few years must be maintained in order to meet 
the requirements of the agencies served, with the printing of United States 
currency and Federal Reserve notes accounting for approximately 63 percent of 
the total operating costs. 


Currency requirements for the fiscal year 1954 will amount to approximately 
2,240,000,000 notes as compared with 2,356,000,000 notes in 1952 and 2,614,000,- 
000 notes in 1953. The budget estimates also reflect an increase in postage and 
revenue-stamp requirements from approximately 45 billion stamps in 1952 to an 
estimated 50 billion stamps in both fiscal vears 1953 and 1954. These increases 


in requirements over the fiscal year 1952 will result in the Bureau having a work 
program for the fiscal year 1954 at an estimated cost of $34,800,000 as compared 
with $34,500,000 for 1952 and $38,400,000 for 1953. 

Since July 1, 1951, the Pureau has been operating in accordance with the 
provisions of Public Law 656 of August 4, 1950, which established a working- 
capital-fund method of financing, placed all operations on a completely reimburs- 
able basis, and provided for business-type accounting and budgetary procedures 
to be en ployed. 

Many problems were encountered during the first year the Bureau operated 
under the revised method of financing because of the great difference in the 
principles and concepts that existed between the accrual and the appropriation 
nethod of accounting which had been in effect for many years. Asa result, it was 
necessary during the first year of operations to make a number of revisions in the 
accounting procedures to be employed under the revised system in order to insure 
the development of accurate unit-cost rates for each item manufactured as well as 
developing accurate data for financial statements. 
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During this first year of operations under the revolving-fund method of financing 
the Bureau sustained a loss of $154,000. This loss, which is less than one-half of 
1 percent when compared to the total program of $34,500,000, was due primarily 
to billing for products delivered at predetermined rates prior to the development 
of the actual costs. However, appropriate adjustments have bsen made in the 
billing rates to restore this impairment to the fund during the course of the current 
fiscal year as provided for under Public Law 656, which recognized that there would 
be variations between the prices charged for work or services and the amount 
determined to be the actual cost of performing such work or services. 

In subscribing fully to a policy of obtaining wherever possible maximum 
efficiency in the overall operation of the Bureau, one of our prime objectives has 
always been the development of programs to bring about simplification ar 
improvements in the operational procedures of the Bureau which will result in 
savings to the agencies served and to the Government as a whole. 

As indicated in the justification of the 1954 budget estimates before 
committee, the Bureau has engaged in one of the most ambitious technol 
mprovement programs ever undertaken in its history, which upon the suce 
attainment of the objectives of the program, will effect substantial recurring 
annual savings in both manpower and the cost of production As outlined 
therein, the expansion of the use of the automatic takeoff and delivery devices 
to presses used for printing currency faces was contingent upon the development 
of a nonoffset black intaglio ink similar in quality to the nonoffset green ink 
ntroduced in the fiscal year 1952 for the printing of currency backs which effected 
substantial savings in the cost of producing curreney during that year. Recogniz- 
ing the tremendous savings which could accrue if such an ink were to be employed 
in the face printing operation research efforts were directed to the development 
of a formula for a nonoffset black ink. These investigations resulted in the 
development of a formula which was used in preparing the nonoffset black ink 
currently being employed in large-scale evaluation tests, under actual operatin 
conditions, on presses engaged in the production of currency faces. 

engineering studies initiated in the Bureau have also resulted in the develop- 

f an automatic feeder to be installed on intaglio printing presses for the 
purpose of feeding wet sheets of paper to the press. This type of feeder, which 
1ot commercially available, had to be of 
Bureau 

The influence of the use of the nonoffset green ink previously referred to will be 
felt in obtaining maximum utilization of these feeders. The development of this 
nk eliminated 1 of the 2 wetting operations previously required preparatory to 
printing the currency faces. The elimination of a wetting operation reduced 
distortion in the paper to the extent that accurate registration can be attained in 


¢ 


g 


ment o 


a special design to meet the needs of 


he feeding of the back impressions to the presses for the printing of the face im- 


pressions. a result, manual! feeding will no longer be necessary and the auto- 
matie feeders will be employed on all presses used in the production of currence) 

Che advantages of printing currency in an increased number of subjects per 
heet has been recognized for many years. However, it was not until the success- 
ful adaptation of certain technological developments; such as, the installation of 
automatic polishers on the printing presses in the fiscal vear 1949, and the subse- 
quent development of the nonoffset green ink with its associated advantages in 
improved dimensional stability of the paper, that serious consideration could be 
given to initiating the study of the feasibility of printing an increased number of 
subj ts pe r sheet. 

\f | vear of careful observation of the successful performance 

n ink, it was decided in April 1952 concentrate our 
efforts on this project which will! affect every operation 
he printing of currency in much the same way as the change 

subject sheets affected operations in 1929 Now that the basic 
work has been completed the conversion program is under way il 
divisions to prepare the larger size plates and to make the necessary modi 
to the printing presses, wetting and sizing machines, and other ass 
ment required to process the 18-subject sheets. 

Another major accomplishment of the Bureau 
hew design rotary press recently employed in the | roduction of the 
national Red Cross commemorative postage stam] This proj 
culmination of a period of more than 10 years research, has furnished engineer 
data which is anticipated to be adequate to specify equipment that will 
for high-speed productive output of bicolor postage stamps while stil 


the security features provided through means of intaglio printing process, althoug! 


has been the deve 
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one color will be typographically printed. Development work on this press is 
being continued in the interest of achieving maximum operational efficiency and 
economy before invitations for bids are issued for the construction of production 
units of this type equipment. Even at this stage of development however, it is 
interesting to note that the cost of producing this initial bicolor stamp by the 
rotary process was $0.288 per thousand stamps as compared with the current 
cost of $0.2588 for single color stamps of the same size being printed on the 
rotary presses currently in use and $1.84 per thousand stamps for those few 
types of bicolored stamps which are printed at the present time on flatbed printing 
presses. 

It is anticipated that through the attainment of the objectives of the fore- 
going projects as well as development work being conducted in connection with 
investigating improved methods for trimming sheets of currency, collating sheets 
of stamps, waxed paper, and cardboard covers in the processing of postage-stamp 
books and emploving an automatic device for packaging postage stamps in sheet 
form, advances will be realized which will allow a substantial reduction in emplov- 
ment. A recurring annual savings of over $4 million will be effected when the 
program is completed in January 1954. 

In order to complete the modernization program it will be necessary, during 
the course of the fiscal years 1953 and 1954, to purchase new or make modifications 
in existing equipment which will require an expenditure of $3,600,000. In addi- 
tion, provisions have been made to expend $1,400,000 for normal equipment 
requirements and necessary building alterations, and repairs. This will result, 
therefore, in a total expenditure of $5 million for fixed assets during the fiscal vears 
1953 and 1954. 

The $3,500,000 which will be available from funds recovered through deprecia- 
tion and the writing off of equipment which will no longer be employed in produc- 
tion, will be insufficient by $1,500,000 to finance the modernization program and 
normal equipment and building requirements. However, it has been determined 
that by billing a few of our larger customers more frequently than once or twice a 
month as is the present practice and expediting the collection of all bills, $1,500,000 
of our working capital can be diverted to prosecute this program without affecting 
our ability to meet our obligations as thev become due. 

I would like to point out at this time that since the fiscal year 1949 which was 
immediately prior to inaugurating the first in a series of recent technological im- 
provements made with respect to the production of curreneyv, the unit cost rate 
has been reduced from $10.80 per thousand notes in that vear to an average cost 
of $9.96 per thousand notes for the fiscal year 1952. A greater reduction than 
$0.84 per thousand notes would have been reflected had it not been for the fact 
that the 1952 rate ‘»cludes not only charges for public health services and depre- 
ciation which were not a part of cost in 1949 but also includes increases in both 
material prices and wages granted to Bureau emplovees of over 15 percent during 
the period in question. However, it is indicative of the accomplishments which 
have been attained through technological improvements and it is anticipated that 
upon the successful completion of the present improvement program further 
substantial reductions can be made in the unit cost rates for producing currency. 

One of the problems confronting the Bureau at this time is the replacement of 
certain of its utility facilities located in the main building of the Bureau which was 
built in 1913. These facilities, which include the water, steam, and electrical lines, 
elevators, and so forth, are approximatelv 40 vears old which represents more than 
the normal life expectancy for this tvpe of equipment. 

The hazardous condition of the hvdraulic passenger elevators was recognized 
many vears ago and in fiscal vear 1942 funds were appropriated bv the Congress to 
cover the cost of replacing them. In a report made by the General Services 
Administration, it was stated that the four old hvdraulic freight elevators currently 
in use are obsolete and that it would be impractical to trv to bring them to the 
safety standards set by the current American Standard Safetv Code. It was 
recommended that the onlv real solution to the inherent hazard in this type of 
equipment was its replacement bv more modern elevators. 

In view of the increased cost of maintenance work in connection with the 
Bureau’s utility facilities, a thorough investigation of such equipment was con- 
ducted by our own technical staff and representatives of the General Services 
Administration to ascertain what would be needed to put these utilities in first- 
class operating condition in order to meet our increased production requirements. 
The results of this investigation disclosed that a greater part of the utility equip- 
ment is in urgent need of replacement. It was found that a number of potential 
hazards exist; for example, the present water pipes are corroded and susceptible 
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to breaks, which could be disastrous in the event of a serious fire. Also, a break 
in the waterlines could and does stop certain operations of the Bureau until they 
are repaired. At the present time the water supply for fire-fighting equipment 
is obtained from Bureau waterlines used in production. The survey also indicated 
the serious condition of the steam lines, where frequent fractures have occurred 
in recent years, and the refrigeration equipment, where a serious panic could be 
caused by an ammonia leak or explosion in the existing equipment 

At the inception of the Bureau of Engraving and Printing fund, no provision 
was made for the capitalization of the building appurtenances, with the exception 
of certain items peculiar to the operations of the Bureau, and, as a result, the 
amount of working capital is not sufficient to finance both the modernization 
program currently being undertaken as well as meet an estimated expenditure 
of $1,500,000 to cover the cost of correcting these conditions 

However, since the report of the House Subcommittee on Appropriations 
accompanying the Treasury-Post Office appropriation bill for 1953 expressed a 
desire for the Bureau to intensify its efforts to the fullest extent in converting 
equipment to a more mechanical operation and in order to realize the substantial 
annual savings of over $4 million which will result from the modernization program 
currently being prosecuted, it was decided to carry such a program to its con 
pletion as soon as possible rather than hold a portion of it in abeyance and expend 
the funds for replacement of building appurtenances. Of necessity, some of the 
more urgent electrical replacement work was completed during the past year as a 
result of a fire in one of the production divisions caused by deteriorated electrical 
lines It is possible that the replacement of building appurtenances could be 
financed out of Bureau funds over a period of years provided there was no general 
breakdown which would require an immediate expenditure of funds. On the other 
hand, circumstances may make it necessary to consider the question of submitting 
a supplemental estimate of approximately $1,500,000 to cover the cost of elim- 
inating the hazardous conditions that exist with respect to the building appurte- 
nances in order to insure the uninterrupted continuation of operations 


Senator McCarruy. Mr. Hall, we have been following the practice 
of putting the entire statement in the record and then allowing the 
Witness to summarize any high points. Normally we have been 


eetting the statements the night before so the Senators can go over 
them and read them in advance. We have covered so many sub- 
agencies we are a bit behind. I have not had an opportunity to read 
yours vet. 

Senator Saltonstall, I think you had some questions you wanted to 
ask. 

Senator SALTONSTALL. I think perhaps I have my answers. 

The thing that always impressed me as I listened to this subcom- 
mittee, one thing was that we were running awfully close on dollar 
bills and dollar bills that were unfit for use. I think it has been ex- 
plained that you now have approximately a 4 months’ reserve for 
ordinary purposes on money or bills that the United States Govern- 
ment is itself responsible for, is that correct? 


NEW CURRENCY STOCKS 


Mr. Hau. The Treasurer of the United States maintains the stock 
of new currency. ‘The Bureau delivers currency as it is completed to 
the Treasurer. We have no reserves of completed currency in the 
Bureau. 

Senator SALTONSTALL. What you do is merely print it and turn it 
over? 

Mr. Hau. Manufacture it and turn it over to the Treasurer of 
the United States. 

Senator SALTONSTALL. Do you have enough paper stocks on hand? 


Mr. Hau. Yes, sir. 
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Senator McCarruy. I notice you rather thoroughly covered the 
steps you have taken to reduce the unit costs. 

Senator SALTONSTALL. Who prints the Federal Reserve notes? 

Mr. Haru. We do. 

Senator SauronstaLL. While you do not ask for any money 
directly, you get paid, we will say, by the appropriations given to 
the Treasurer and by the payments from the Federal Reserve banks? 

Mr. Hauu. That is correct, sir. 

Senator SALTONSTALL. You build up no reserves of any kind, but 
buy the paper, print the bills and turn them over? 

Mr. Hauu. As it is completed. 

Senator McCarruy. I note here in 1952 you operated at a loss of 
$105,003. In 1953 you show a profit of an identical amount. Is 
that an actual profit or is that an estimate? 

Mr. Hau. That is an estimate. 

Senator McCarruy. So you will be operating neither in the black 
nor in the red this vear? 

Mr. Hau. Under the provisions of the act we are not supposed to 
make profit, but it is impossible to make our income and expenses 
come out even at the end of the vear. 

Senator McCarruy. I have nothing further to ask. This state- 
ment is very complete. 

Are there any questions? 

If not, thank you, gentlemen, very much. 


BurEAU OF THE MIN1 


STATEMENT OF NELLIE TAYLOE ROSS, DIRECTOR OF THE MINT; 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT; 
TIMOTHY E. RUSSELL, CHIEF ACCOUNTANT; AND FREDERICK 
W. TATE, ASSISTANT CHIEF ACCOUNTANT 


REVISED ESTIMATE 


Senator McCarruy. We will next hear from the Bureau of the 
Mint. The revised estimate for fiscal 1954 for the Bureau is $4,700,- 
000 as compared with $4,825,000 appropriated in 1953, or a decrease 
of $125,000. The estimate in the 1954 printed budget is for $5,300,000 
which when compared to the revised figure of $4,700,000 is a decrease 
of $600.000. 

At this point we will insert in the record a summary of the appro- 
priation statement and analysis of the recommended reductions along 
with the prepared statement of Mrs. Ross. 

The material referred to follows: ) 
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Coinage-production costs, per 1,000 pieces, for 1946, 1951, and 1952 


! 
l-cent 5-cent 10-cent 25-cent 50-cent 


$1. 59 $: $2.12 $5. 10 
1. 21 3. 22 2.10 4. 51 
1, if 2. Of 1.71 3. 49 


Production, delivery, and inventory summary, fiscal years 1953 and 1954 


Pieces 
Inventory beginning fiscal year 1953 243, 000, 000 
Estimated production, fiscal years 1953 and 1954 ; , 000, 000, 000 


Total pieces available for delivery 3, 243, 000, 000 
Estimated deliveries, fiscal years 1953 and 1954 3, 000, 000, 000 


Estimated inventory, close of fiscal 1954 243, 000, 000 


Comparison of actual deliveries of coins during the period 1941 to 1952, with 
estimated deliveries during the fiscal years 1953 and 1954 


Number of pieces 
Fiscal vears: delivered 
1953 and 1954 estimated deliveries per year (average) _-._- - 500, 000, 000 
1952 actual deliveries __ —_ ~~ be iat , 359, 819, 000 
1951 actual deliveries , 522, 678, 000 
1950 actual deliveries _ _ _ 494, 963, 000 
1949 actual deliveries 995, 769, 000 
1948 actual deliveries _ , 094, 941, 000 
1947 actual deliveries _ - , 890, 354, 000 
1946 actual deliveries , 106, 859, 000 
1945 actual deliveries , 589, 259, 000 
1944 actual deliveries , 309, 032, 000 
1943 actual deliveries : : 1, 773, 663, 000 
1942 actual deliveries 1, 664, 027, 000 
1941 actual deliveries _ 1, 547, 122, 000 


Coinage activity at the United States mints, fiscal year 1952 


[ Pieces] 


Balance on (Coins produced|Coins delivered) Balance on 
Denomination hand July 1, fiscal year fiscal year hand June 30, 
1951 1952 | 1952 1952 


5-cent piece 42, 951 76, 892, 824, 824 6, 210, 127 
10-cent piece 24, 353 260, 028, 617 869, 831 13, 683, 139 
25-cent piece 1, 264, 463 95, 619, ¢ ORS 2, 348, 295 


50-cent piece 935, 128 56, 069, 376, 288 3, 628, 750 


l-cent piece 29, 448, O87 1, 062, 486, 5, 211, 968 216, 723, 023 
19,1 
5 


Total 51, 315, 882 1, 551, 096, 448 . 818, 996 242, 593, 334 


Actual domestic coinage, fiscal 1952 


Number of Cost per 
Denomination pieces pro- thousand Total cost 
duced pieces 


l-cent piece , 062, 486, $1, 173, 787 
5-cent piece , 892 2. 9% 230, 126 
10-cent piece 260, 028, 443, 413 
25-cent piect 95, 619, ¢ Q 333, 738 
50-cent piece AK, 068. 5 380, 704 


Total 1, 551, 096, 2, 561, 768 
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Estimated domestic coinage, fiscal 1953 


Number of Cost per 
Denomination pieces to be thousand Total cost 
produced pieces 
l-cent piece 1, 000, 000, 000) $1. 10 $), 099, 920 
5-cent piece 75, 000, 000 99 224, 250 
10-cent piece 240, 000, 000 1.71 410, 400 
25-cent piece 125, 400, 000 3.49 437, 646 
50-cent piece 59.600, 000 6.79 404, 684 
Total. 1, 500, 000, 000 2 576. 900 
Equipment 100, 000 
Total cost > 676. 900 


Estimated domestic coinage, fiscal 1954 


Number of Cost per 
Denomination pieces to be thousand Total cost 
produced pieces 
l-cent piece 1, 000, 000, 000 $1.10 $1, 099, 920 
5-cent piece 75, 000, 000 2.99 224, 250 
10-cent piece 240, 000, 000 1.71 410, 400 
25-cent piece 125, 400, 000 3. 49 437, 646 
)-cent plece 59, 600, 000 6. 79 404, 684 
Total 1, 500, 000, 000 2. 576, 900 
Equipment 575, 000 
Potal cost 3, 151, 900 
Selected statistics regarding deposit activity 

Description I iscal year I iscal year Fiscal year 

1952 (actual 1953 (estimate) | 1954 (estimat 
Number of deposit transactions 9, 308 9, 300 9, 300 
Gold receipts and disbursements (value) $1, 901, 323,026 | $1, 900,000,000 | $1, 900, 000, 000 

Sales of gold bars for industrial, professional, and artistic 

use (value $57, 868, 845 $58, 000, 000 $58, 000, 000 
Silver receipts (fine ounces) 87, 664, 552 88, 000, 000 | 88, 000, 000 
Silver disbursements (fine ounces 699, 862 700, 000 700, 000 
Uncurrent coins received and melted (pieces 34, 277, 61 34, 000, 000 34, 000, 000 


Stocks of unrefined bullion at close of fiscal years 1949, 1950, 1951, and 1952 


Fiscal year Gold, fine Silver, fine Total, fine Total, tons 
ounces ounces ounct 
1W4y 28, 917, 982 16, 048, 049 44, 966, 031 1, 542 
1950 27, 806, 905 14, 864, 939 42, 671, 844 1, 463 
1951 28, 220, 146 16, 624, 328 44, 844, 474 1, 538 
1952 28, O58, 334 18, 695, 833 46, 754, 167 1, 603 


STATEMENT OF NELLIE TAYLOE Ross, Director oF THE MINT 


Mr. Chairman and members of the committee, an unusual circumstance re- 
lates to our hearing before you today. In explanation, I state that we have 
already appeared before the House Appropriations Committee, presenting a 
budget which has reached you in printed form, but which has been revised in 
accordance with the view of the Treasury and the Bureau of the Budget that 
certain items which had been included should be eliminated in the interest of 
curtailing expenditures. The appropriation requested in the printed budget, 
which was $5,300,000, has been reduced to $4,700,000; which is $125,000 less 
than the amount granted for the current year. This appropriation provides for 
coinage production of approximately 1.4 billion pieces, which is 100 million less 
than the commitment for the current year. 
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ment’s policy of deferring construction of public buildings. Pending the construc- 
tion of a new mint, it is probable that a later Mint budget will request, at such 
time as is deemed appropriate, that provision be made for modernization of 
equipment in the old mint at Philadelphia and also at the San Francisco Mint 
Thoroughgoing studies have been made of the practical factors involved, including 
costs and the time in which it would pay for itself in savings. The monumental 
savings effected in the Denver Mint through the adoption cf modern, power 
motivated equipment points to the wisdom of abandoning outmoded machinery 
at the other mints as fast as can be justified, in light of the Government’s overall 
policy bearing on Government expenditures 

Referring again to the Mint’s needs for 1954, I again mention that the wage 
increases in the amount of $147,000 will make an added tax upon the appropria- 
tion—though they could not be shown in the budget because the increases had 
not been granted when it was prepared. I request that you bear this fact in 
mind when you are passing judgment on the Mint’s needs. Also the fact that the 
Mint, as an institution is not a burden on the Government. The revenues it 
turns into the general fund each year for services rendered and for seignorage on 
coins far outweigh appropriations granted it. 


MEMORIAL COINS AND STAMPS 


Senator McCarruy. Mrs. Ross, we have been following the prac- 
tice of inserting the statement and then permitting you to cover any 
high points you care to. 

Before you start I would like to ask you this question: We have 
from time to time been authorizing special coins and special stamps 
to commemorate special occasions. Is that a self-liquidating prop- 
osition? How expensive is that practice? Does it cost a lot of 
money? We have had recommendations from time to time that if 
we would discontinue special coining of that nature, it would help. 

Mrs. Ross. There is the manufacturing cost involved. ‘There has 
been a great deal of opposition to such coms not only in the ‘Treasury 
Department but on the part of Presidents from the time of President 
Hoover until now. All the Treasury Secretaries up until now, from 
Secretary Mellon on, have also objected to them as well as the con- 
gressional committees concerned. ‘That was not upon the basis of 
cost but upon the basis of the abuses that those coins have presented. 

The records will show in instance after instance that they have 
failed to be profitable to the organizations that were sponsoring them 
and that they have been turned back into the mint to be melted down. 


ABUSES IN PRACTICE 


The feeling has been very emphatic in the high circles in the Govern- 
ment, not only in the executive but in the legislative branch. It has 
been the expressed view that they lend themselves to great abuses. 
They finally end up in the hands of coin dealers to a great extent. 
They confuse the public. If any of them get into circulation, the 
public does not recognize them as legitimate United States coins. 
In various ways they are objectionable. 

I think the feeling is general that they conflict with the purpose for 
which the coinage system was established and the principle that every 
coin made by this Government should be available to every citizen 
at its face value. 

Mr. Howarp. Congress passed a law many years ago that coin 
designs shall not be changed more often than once in 25 years unless 
by special act. That was a good law. They had in mind there should 
not be a lot of changes in designs. The 76th Congress, in House 
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Report 101, after investigating the abuses of commemorative coins, 
issued the report that sums up very well all the abuses and everything 
else. 


INCREASED COINAG® 


Senator SALTonsTaLL. In that connection, for curiosity and for 
the record, Mrs. Ross, why is it that 67 percent of the entire output 
of coins since the Mint was established in George Washington’s 
administration have been made and sent into circulation during your 
tenure as director? 

Mrs. Ross. Senator, they have all been made under pressure of the 
demands of the business of this country. 

Senator SALTONSTALL. On page 3 it says 67 percent of the coins 
have been made under 

Mrs. Ross. It is a remarkable coincidence. There are a number of 
factors that can account for the extraordinary demand of this period 
One is the change in the practice of merchandising the cash and carry 
stores that require change for every transaction. It used to be that 
people charged their grocery bills and other accounts. That has been 
to a large extent done away with. Of course, the vending machines 
which by millions are employed by industries all through the country, 
vending all sorts of things like chewing gum and candy 

Senator SALTONSIALL. It is the new methods of doing business. 

Mrs. Ross. That is a large factor. Sales taxes are another very 
large factor calling for a vast amount of small coins. The upswing in 
business in the last few years in connection with the war and defense 
program and the general growth in business activity is another factor. 
[t is an axiom of the Mint that the demand for coin goes up and down 
with the ups and downs of business. 

When I came into the Mint in the middle of the depression there was 
little demand for coin, but about 1935 there started an upswing. It 
has been going up steadily ever since, up to the peak year in the World 
War which was in the year 1945, with just an occasional dip. 

Could I add that the growth of population would be another large 
factor. 

MINTING OF FOREIGN COIN 


Senator McCarruy. You refer to the minting of domestic coins. 
Do you mint coins for any foreign countries? 

Mrs. Ross. Yes, we do, Mr. Chairman. That is a policy that was 
authorized by the Congress in 1874; at cost. We see that these foreign 
governments pay their share of the overhead expenses, the obsolescence 
of machinery. But it is not designed to be a source of profit. 

Mr. Howarp. We have about 221 million pieces of foreign coins 
on order for this year that will bring in close to $800,000. We get our 
funds from the appropriations and from this reimbursable work. 

Senator McCarruy. What foreign countries do you mint for? 

Mr. Howarp. This year we have minted for C ‘uba, El Salvador, 
Ethiopia, Honduras, and we will mint some for Haiti. We mint 
practically all the coins for the South and Central American countries, 
and then we move around the world sometimes, depending upon con- 
ditions. 

Senator McCarrtuy. Then you collect from those countries the cost 
of the minting? 


Mr. Howarp. Yes, sir 
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Senator McCarruy. And their share of the overhead and obsoles- 
cence of machinery? 

Mr. Howarp. Yes. It helps us to keep a larger force which we can 
use when our heavy peak demand for domestic coins comes, and it 
helps us apply overhead that would be applied to our own coinage. 

Mrs. Ross. We plan to do the foreign coinage in slack periods of 
domestic demand. 

Senator McCarruy. Do you know if the Bureau of Engraving 
prints stamps for other foreign countries? 

Mrs. Ross. | am not informed on the program of the Bureau of 
Engraving as that Bureau is not connected with ours. 


EXECUTIVE MEDAL 


Senator SALIONSTALL. Do you have the medal for President Eisen- 
hower yet? 

Mrs. Ross. I am glad to have you ask that question. Our sculptor 
at Philadelphia has two models in clay which he has developed of 
President Eisenhower. I have seen them both. One of them is a 
front face view and the other is a profile. I was highly pleased with 
both of them. I think they are very good likenesses. They have been 
developed from photographs, so we do not want to proceed to manu- 
facture them in metal until he has had a sitting with the President 
himself. We are not asking for the President to give his attention to 
the artist, but if he would permit him to sit in the room with him and 
study his countenance while he is at work, then he will proceed to 
finish the medal. It is, of course, highly desirable that he should see 
him in the flesh. 

I hope this is going to be very acceptable to the President and the 
public. I believe it will be. We realize that the President is at this 
juncture extremely busy and that it is difficult to get his attention to 
a matter of this kind. It is of a good deal of importance to the public 
and of much importance to him that this should be as excellent a 
medal as we can produce because it will be made and issued to the end 
of time. We have a medal of George Washington that was designed 
by a contemporary of his time. 

Senator McCartruay. Thank you very much for your presentation. 


OFFICE OF THE SECRETARY 


STATEMENTS OF WILLIAM W. PARSONS, ADMINISTRATIVE AS- 
SISTANT SECRETARY; DAN THROOP SMITH, ASSISTANT TO 
THE SECRETARY; W. L. JOHNSON, BUDGET OFFICER; AND 
JANE M. CULLEN, ORGANIZATION AND METHODS EXAMINER 


REVISED ESTIMATE 


Senator McCarruy. We will next hear from the Office of the 
Secretary. The revised estimate for 1954 is $2,400,000 as compared 
with $2,585,000 in 1953, a decrease of $185,000. The printed budget 
for 1954 for the Office of the Secretary is $2,620,000, a $35,000 increase 
over 1953. As compared to the revised figure of $2,420,000, a reduc- 
tion of $220,000. 
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You gentlemen have relieved the committee of a great deal of work. 

A sharp pruning knife was used on all these figures. As Senator 
McClellan said a few minutes ago, I think you should be congratulated 
for coming down here and voluntarily, and I hesitate using that word, 
asking for these sizable reductions. 

We will insert in the record the summary appropriations statements 
submitted by the Treasury Department for the 1954 budget and the 
accompanying documents, along with the statement. 

(The material referred to follows:) 


SALARIES AND EXPENSES, OFFICE OF THE SECRETARY 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


105: rintec dg Ler , S 
4 printed budget Reduction estimates 
Act 
A verage j A verage A verage 
positions Amount positions Amount positions Amount 
1. Executive directio 148.9 $954, 500 14.0 $82, 700 134.9 $872, 800 
2. Administration and coordination 
of legal service A.7 325, 200 1.0 22, 700 50.7 302, 500 
General administrative services 123.5 702, 869 17.0 76, 469 106. 5 626, 400 
4. UOperatior and maintenance of 
Treasury buildings 145.9 578, 831 8.0 35, 131 137.9 543, 700 
Emergency first aid 57, 600 3, 000 54, 600 
Total 473.0 2, 620, 000 43.0 220, 000 430.0 2, 400, 000 
EXPLANATION OF REDUCTIONS 
1. Executive direction.— Decrease in the amount of clerical and staff assistance 


provided the members of the Secretary’s immediate staff. 

2. Administration and coordination of legal services.— Decrease in the amount of 
clerical and staff assistance provided the General Counsel of the Treasury De- 
partment. 

3. General administrative services. teduction of administrative services fur- 
nished the offices of the Secretary and departmental headquarters, such as com- 
munications, reproduction, ete 

4. Operation and maintenance of Treasury buildings. teduction of buildings 
maintenance services and decrease in the amount to be expended for supplies 
and materials for the repair and upkeep of two buildings. 

5. Emergency first aid Reduction in the number of health units from 4 to 3— 
elimination of 1 of the 2 now operated by 1 employee. 


Original analysis of appropriation base for fiscal year 1954 


tegular appropriation, 1953 act $2, 585, 000 
Supplemental appropriation for 1953 _——— 
Total appropriation, 1953 2, 585, 000 
Appropriation base for 1954 2, 585, 000 
Increase over appropriation base for 1954 ke 35, 000 
Appropriation estimate for 1954 2, 620, 000 
Increase from total appropriation, 1953 + 35, 000 
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Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base Appropriation esti- i lead 
for 1954 mate for 1954 Increase or decrease 


Activity 


Average Average Average 
Amount 3 Amount ae 
positions positions positions 


Executive Ccirection 143 § , 5 148. § $955, 500 
Administration and coordination 

of legal servives 54 325, 2 5 325, 200 
General administrative services 123. ! 7 ¢ 123. 5 702, 869 
Oreration and maintenance of 

Treasury buildings 145. § : 3 145. § 578, 831 


Emergency first-aid fi 57, 600 


Total 467. ¢ 2, 585 } 2, 620, 000 | 
Adjustment in base (net) 


sopropriation estimate for 


Total, appropriation 1953, and e 
1954 467.‘ 2, 585 7 2, 620, 000 | 


STATEMENT OF WiLLIAM W. Parsons, ADMINISTRATIVE ASSISTANT SECRETARY 


Mr. Chairman and members of the committee, I wish to discuss the estimate 
for the appropriation ‘Salaries and expenses, Office of the Secretary of the 
Treasury.’ This estimate is in the amount of $2,400,000 and is $220,000 less 
than the estimate originally presented to you. It is also $185,000 less than the 
appropriation available for the current year. The reduction was made in accord- 
ance with the request of Secretary Humphrey that all operations be carefully 
reviewed to reduce to a minimum the operating costs. Necessary reorganizations 
and revisions of operating procedures to effect this reduction are being made at 
the present time. 

This estimate covers the requirements of the Secretary’s immediate office, his 
staff assistants, and that of the General Counsel and Office of Administrative 
Services. In addition to the regular operations of the Office of the Secretary, 
this appropriation provides funds for an employee’s health program in the Dis- 
trict of Columbia, legal services for Treasury organizations which do not have 
such facilities, a buildings maintenance and operation program, and central 
administrative services for the staff offices of the Secretary and departmental 
headquarters. 

\s you know, the Secretary is responsible for the overall direction and adminis- 
tration of the Treasury’s many and varied activities. This consists of the formu- 
lation of tax and fiscal policies, the management of the public debt, the collection 
of revenue, printing of currency, manufacture of coins, the administration of the 
Coast Guard, Secret Service, and Bureau of Narcotics, and the central manage- 
ment of the department which includes the departmentwide budgetary, personnel, 
and management improvement prograns. 

It is estimated that the appropriation recuested for the fseal year 1954 will 
provide an average of approximately 430 e mploys es. The estimated cost of the 
within-grade salary advancements recuired by law to be granted the employees 
assigned to the Offce of the Secretary in the fseal vear 1954 is approximately 

33,000. F very effort will be made to absorb this additional cost and no request 
oe increased funds for this purpose is included in the estimate. 


LANGUAGE CHANGES 


It is not necessary to request any change in the appropriation language for the 
fiscal year 1954. 


ACTIVITIES 


The Offce of the Secretary is divided into five activities, and I will summarize 
for your information some of the principal functions of each one. 

1. Executive direction —This activity consists of the Secretary’s immediate 
office and includes the clerical and staff personnel of the following officials: Under 
Secretary, Deputy to the Secretary, assistant secretaries, assistants to the Secre- 
tary, Fiseal Assistant Secretary, director of personnel and departmental budget 
officer. These officials assist the Secretary in formulating tax and fiscal policies, 


31952—53 





256  TRBASURY AND POST OFFICE APPROPRIATIONS, 1954 


management of the public debt, and the overall management and executive direc- 
tion of the Treasury Department. In addition, this staff provides the necessary 
leadership and coordination of the Treasury’s varied activities, including depart- 
mentwide management improvement, budgetary, and personnel programs 
Through these programs the Department has effected many improvements in 
methods and procedures which have provided monetary savings throughout the 
Department and also better service to the taxpaying public. For your informa- 
tion, I am including at the end of my statement some specific examples of improve- 
ments that have been made as a result of the Department’s management im- 
provement program. 

The estimated requirements of this activity in the fiscal vear 1954 are in the 
amount of $872,800 and will provide an average of 134.6 positions. This esti- 
mate is $82,700 less than that previously submitted for this activity and represents 
a reduction of 14.3 in the average positions originally requested for the fiscal year 
1954 

2. Administration and coordination of legal services.—This activity includes the 
functions of the General Counsel and his immediate staff. It also includes the 
functions of the legal advisory staff, which was known as the tax legislative 
counsel prior to a recent reorganization within the Office of the Secretary. The 
General Counsel, as the Department’s chief law officer, is responsible for the 
administration and coordination of all legal services within the Department. 
His staff performs the legal work in connection with the broad financial and 
economic programs that are carried on at the departmental level, is responsible 
for handling all legislative matters in which the Department is interested, provides 
legal facilities and services for bureaus and offices which do not maintain legal 
staffs, performs a variety of legal duties which do not come within the operations 
of any single bureau or office, and supervises and coordinates the legal activities 
in those bureaus which maintain separate legal staffs. The staff assigned to this 
activity plays a very important role in the administration of the Department. 
It must furnish accurate and dependable advice on the law applicable to assigned 
problems. It must present, both orally and in writing, for policy-making officials 
of the Department, representatives of other departments, Congressional Com- 
mittees, and other groups the facts and law pertinent to Treasury problems. It 
is required to draft clearly and accurately regulations, legislation, interpretations, 
and decisions, and review work initiated by others in a dependable manner. 
It must make sound recommendations and determinations that can be relied 
upon. The conclusions reached and recommendations made by this activity 
have a direct effect upon the position taken by the Department on major policy 
and administrative decisions and also affect problems of national and international 
significance 

The estimated requirements of t ctivity in the fiscal year 1954 are in the 
amount of $302,500 and will Seated an average of 50.7 positions. This estimate 
is $22,700 less than that originally requested for this activity and represents a 
reduction of four in the average positions. 

3. General administrative services.—This activity includes those functions 
reiating to the performance of various administrative services for the departmental 
headquarters and for certain bureaus, _ the coordination of space occupancy 
matters for Treasury organizations in the District of Columbia and in the field 
The specific administrative service functions include central services such as 
aecounting, secretarial, mailing, filing, duplicating, payrolls, messenger service, 
communication services, and supplies, management of the Department’s records 
program; coordination of the printing program on a departmentwide basis; and 
promulgation of departmental orders, circulars, and documents. 

The estimated requirements for the fiscal year 1954 are in the amount of 
$626,400. This will provide an average of 106.1 positions, and in addition to the 
requirements for personal services, includes $164,560 for the cost of the following 
operating expenses of the staff offices of the Secretary and departmental head- 
quarters: Travel, communications, printing and reproduction, contractual services, 
supplies and materials, and equipment. The estimate for this activity has been 
reduced by $76,469 and represents a reduction of 17.4 in the average positions. 

4. Operation and maintenance of Treasury buildings.—This activity is responsible 
for the operation and maintenance of the Main Treasury Building and Annex 
thereof located in the District of Columbia comprising a total area of approxi- 
mately 893,086 square feet of office space. This activity also maintains the 
grounds and parking areas adjacent to the peter. 

The personnel assigned to this activity may be classified generally inte two 
groups, namely, the maintenance force and the crafts force. The maintenance 
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force is composed of foremen, assistant foremen, the cay and night char forces, 
elevator operators, and laborers. This force is responsible for the cleaning of 
offices and other building areas; operation of elevators, operation of trucks in 
connection with the collection of trash, the moving and shifting of furniture and 
equipment within the building, and the maintenance of the grounds and sidewalks 
adjacent to the buildings. The crafts force is composed of electricians, plumbers, 
steamfitters, roofers, operating engineers, machinists, elevator mechanics, and 
helpers. These employees are responsible for the preservation of the buildings 
and the operation and repair of essential machinery. More specifically, the 
duties of these craftsmen include all types of painting, masonry, carpentry, plumb- 
ing and electrical work. In addition, they are responsible for the operation and 
maintenance of refrigerating, air-conditioning, heating and ventilating equipment, 
the maintenance of elevators, the repair and overhauling of electric water coolers, 
servicing of transformer substations, the installation and servicing of lighting, 
electric motors, etc., refinishing and repairing historical furniture which cannot 
be moved from the building and the performance of other miscellaneous duties. 

The estimated requirements for the fiscal vear 1954 are in the amount of 
$543,700. This will provide an average of 138.3 positions, and in addition to 
personal services, includes $66,900 for the following operating expenses: Rents 
and utility services (which includes electric current); contractual services, such as 
repairs to scrubbing machines; and supplies, materials, and equipment required 
for the upkeep of the buildings. The estimate for this need ity has been reduced 
by $35,131 and the average positions have been reduced 7 

5. Emergency first-aid services.—This activity sreunden ‘tor the operation of 
health units which furnish emerge “ v first-aid services to Treasury De ‘partment 
employees located in Washington. Under the provisions of Public Law 658, 79th 
Congress, the Department enters into a contract each vear with the Public Health 
Service of the Federal Security Agency for the operation of the health service 
program. The funds provided for this activity are transferred to the Public 
Health Service and are used to provide the necessary personal services, supplies, 
equipment, and other miscellaneous services in connection with the operation of 
the program. 

During the current year we are operating four health units and they are located 
in the following buildings: Main Tre asury Building, Internal Revenue Building 
Liberty Loan Building, and Engraving and Printing Annex. Inasmuch as the 
estimate for this activity has been reduced from $57,600 to $54,600 in 1954, it 
will be necessary to close 1 of the 2 small units now operated by 1 nurse. Employ 
ees formerly serviced by the unit to be closed will be given aid by 1 of the 3 remain 
ing units. The average cost per employee will be approximately $5.40 a year 





IMPROVEMENT PROGRAM 








MANAGEMENT 





I would like to discuss briefly the Department’s management improvement 
program and cite a few examples of the actions taken and results obtained during 
the past vear. 

The management improvement program of the Treasury Department was con- 
tinued on a broad scale during fiscal vear 1952 and the intervening months 
Action at the departmental level has been designed primarily to (1) plan and 


coordinate an effective departmentwide program; (2) encourage and assist the 


bureaus to carry out their responsibilities for management improvement; (3 
review and evaluate the effectiveness of the bureaus’ efforts; (4) assist in the 
solution of problems cutting across bureau lines; (5) furnish consultative services 
to the bureaus on management problems and in the conduct of management 
surveys as re aed 6) prov ide means for the exchange of management informa- 
tion among the bureaus; (7) take leadership in the improvement of such depart- 
mentwide activities as personnel, budgeting, records management, etc.; and 
supervise through the Treasury Awards Committee the administration of tl! 
incentive awards program. 

Treasury bureaus have been encouraged to provide themselves with managerial 
aides who would concentrate their entire efforts on the development of specific 
programs for management improvement and of systems for the inspection and 
appraisal of results. In addition, every effort has been made to free the time 
of management specialists for more difficult problems by encouraging the fullest 
type of employee participation in the management-improvement program. This 
has been accomplished chiefly through the work simplification and incentive 
awards programs, and through issuance of a supervisor’s guide for appraisal 
Treasury operations at all levels of the organization. 
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More specifically, in the past year action at the departmental level in connection 
with the management improvement program has included comprehensive surveys 
of the manazement improvement facilities of Treasury bureaus (in which bureau 
management staffs participated), commencement of publication of a monthly 
newsl:tter to exchange information on management activities and stimulate 
improvement efforts, review of bureau procedures for administrative control of 
appropriations and financial planning, and the establishment of a uniform pro- 
cedure for bureaus to report management progress and contemplated future 
action, and to provide a system for constant followup with respect to major 
management projects and programs conducted in the bureaus. 

A few of the significant improvements in the Treasury bureaus during the past 
fiscal vear are 

1. A new caedinans for the collection of taxes under the Railroad Retirement 
Tax Act was instituted resulting in a reduction of approximately $5 million 
annually in the interest paid to that fund for the use of invested mone ys. 

2. In the Bureau of Accounts, the extension of the transfer posting method of 
preparing checks saved almost $35,000 and the application of improved tech- 
niques in the national service life insurance progran saved $61,000. 

3. Eli nination of certain op ‘rations through the use of nonoffset green ink for 
printing currency backs enabled the Bureau of Engraving and Printing to save 
$381,000. 

4. Development of a standardized mailroom procedure for use in the offices 
of the directors of internal revenue permits savings of approximately $500,000 on 
an annual recurring basis. 

5. Internal Revenue’s microfilming program saved $400,000. 

6. The continuing program to encourage agencies to convert from paper to 
ecard checks ena led the Office of the Treasurer to save over $46,000. 

7. The Coast Guard realized savings of almost $890,000 through establishment 
of a production-line method in building 40-foot boats. 

The | ureau heads who appear before you will be prepared to elaborate and 
go into details on any phases of their management improvement programs. 


INCENTIVE-AWARDS PROGRAM 


Mention was made earlier of the incentive-awards program in the Department. 
The following are some examples of the suggestions submitted by employees 
which have been adopted and resulted in savings: 

(1) An emplo- ee of the Bureau of Engraving and Printing saved $35,000 by 
working out a mew method for the shipment of card checks. 

(2) The Philadelphia Mint realized savings of over $9,000 as the result of an 
emplo ee's suggestion of a scrap cutter which reduces waste clippings into fine 
particles for remelting. 

(2) A ( oa t Guard emplovee developed a directional drum lens alinement 
device which resulted in an initial annual savings of $7,800. 

4) Fight ounie ees of the customs’ New Orleans district participated in a 
group efficienc’ award as a result of their work in de eloping more economical 
methods of determi ing weights of a number of commodities. Resultant savings 
approvimated 87.600. 

I will be glad to furnish for the record a statement which summarizes the 
statistics on this program and indicates the savings which have been realized 
from the adoption of suzgestions submitted by Treasury employees to improve 
operations and procedures, 

Senator McCarruy. I am fully acquainted with the prepared state- 
ment. I do not have any additional questions to ask. I think you 
have covered everything in detail very excellently. However, if you 
have anvthing to add to this statement, we will be glad to hear from 
you. . ; 

Mr. Parsons. I might make a brief comment that this estimate 
before you includes what we consider the basic minimum nee essary 
to carry on the functions of the Office of the Secretary. As you have 
indicated, we have reduced this estimate considerably. We are going 
to accomplish this by some reorganizations whic h will necessitate 
some reductions in force. These are in process now. 
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CIVIL SERVICE REGULATION ON DISCHARGES 


Senator McCartuy. We have had complaints, not only under this 
administration but as long as I have been down here, from bureau 
heads who are trying to do a good job and who discover they can get 
along with less personnel but then discover under the vast nee of 
civil-service rules and regulations and the laws we have on the books 
when they try to reduce personnel that sometimes you are forced to 
discharge your most competent employees and keep on the incompetent 

Mr. Parsons. That unfortunately is often the case. We are 
attempting to do our best and eliminate those individuals and those 
positions which are the least necessary in terms of carrying on the 
functions of the office. Unfortunately it is true that the people with 
less service, less seniority, tend to be the ones that go in a reduction 
in force. We are trying to minimize the effects of that so that we keep 
the most able people. 

I would say as of the moment we do not have a serious problem in 
this connection, and we certainly are going to accomplish this without 
impairing the essential services of the office, though I would be the 
last one to say it will not be done without some problems. 

In connection with the reductions in the estimates before you, | 
thought it might be of interest to the committee to indicate that in this 
group of offices included in this appropriation—which is the Office of 
the Secretary, the General Counsel, and the administrative service 
operation of our building—we have reduced, since 1945, from approxi- 
mately 770 people to this appropriation request of 430. This has been 
done in a matter of 7 or 8 years. 

I thought that would be of interest to the committee, as it indicates 
we are continuing to try to provide adequate service and at the same 
time to be realistic and realize we have to cut the cost of running the 
Federal service. We feel the best way to begin is to begin at home. 
That is the Secretary’s own attitude. He has been splendid in giving 
us the leadership and making it possible for us to make reductions 
of this type. 

Senator McCarruy. I appreciate your coming down on such short 
notice. We have been running a rather rapid production line this 
morning. 

We will now adjourn until Monday at 10 o’clock for the Coast 
Guard. 

(Whereupon, at 12:10 p. m., Friday, April 10, 1953, the committee 
recessed, to reconvene at 10 a. m., Monday, April 13, 1953.) 
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MONDAY, APRIL 13, 1953 


Unirep Sratres SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met, at 10 a. m., pursuant to recess, in room 
F-82, the Capitol, Hon. Joseph McCarthy (chairman of the sub- 
committee) presiding. 
Present: Senators McCarthy and Saltonstall. 


TREASURY DEPARTMENT 
Unirep States Coast Guarp 


STATEMENTS OF VICE ADM. MERLIN O’NEILL, COMMANDANT; 
REAR ADM. A. C, RICHMOND, ASSISTANT COMMANDANT; 
CAPT. I. E. ESKRIDGE, DEPUTY CHIEF OF STAFF; COMDR. J. A. 
ALGER, JR., CHIEF, BUDGET AND COST ANALYSIS DIVISION; 
AND COMDR. J. A. HYSLOP, ASSISTANT CHIEF, BUDGET AND 
COST ANALYSIS DIVISION 


OPERATING EXPENSES 


Senator McCarruy. We will now hear from the representatives of 
the Coast Guard. This appropriation is divided into four parts, 
namely, (1) operating expenses; (2) acquisition, construction, and 
improvement; (3) retired pay; and (4) reserve training. 

We will hear first the item concerned with operating expenses. 
The revised estimate for operating expenses is $188,250,000 as com- 
pared with $199,200,000 appropriated in 1953 or a decrease of 
$10,950,000. The printed budget for 1954 calls for an estimate of 
$200 million as compared with the revised estimate of $188,250,000, 
a decrease of $11,750,000. 

Senator Saltonstall, would you take the chair, please? 

Senator SaLTronsTaLu (presiding). Admiral, how do you wish to 
proceed? 

With no objection we will place in the record, at this point, the 
summary appropriations statements of the Coast Guard for operating 
expenses. 

(The information referred to follows:) 
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OPERATING EXPENSES, Coast GUARD 


Analysis of reductions recommended in 1954 budget estimates 


1954 printed budget Reductions 1954 rev ised budget 
estimates 
Activity 
verag verage rage 
& ~ o Amount Average Amount Average Amount 
position positions positions 
1. Search, rescue and law enforce- 
ment $91, 909, 066 ...-| $5, 464, 000 $86, 445, 066 
2. Operatio { to navigation 54, 064, 366 2, 459, 000 51, 605, 366 
3. Operation of ocean stations for 
meteorological and other serv- 
ices 33, 780, 541 2, 267, 000 31, 513, 541 
4. Port security 20, 246, 027 1, 560, 000 18, 686, 027 
Total, military 34, 836 1, 159 33, 677 
Total, civilian... 3, 202 200, 000, 000 11, 750, 000 3, 202 | 188, 250, 000 


EXPLANATION OF REDUCTIONS 


The reduction of $11,750,000 is based on a reduction in military personnel and 
the costs related thereto, reduction in operations through a reduction in expendi- 
tures for fuel, a reduction in the general maintenance of facilities, and reduction 
in administrative and supporting programs 

Travel of personnel can be reduced by varying the military personnel rotation 
program and limiting administrative travel. Savings in dependent’s allowances 
are expected to accrue on the basis of current experience, and cost of general mess 
rations is expected to be below previous estimates. Reduction in personnel can 
be effected by decreasing the military readiness expansion of complements on 
operating units, decreasing the port security program and a general reduction of 
personnel assigned to search and rescue activities. Savings in fuel costs will have 
to be effected by reduction in search and rescue patrol activities and in reduction 
of all operations for training 


Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act ; ; : $194, 000, 000 
Supplemental appropriation for 1953 pare 5, 200, 000 
Total appropriation, 1953 - 1 199, 200, 000 
Reductions: 
Activity No. 1, search, rescue and law enforcement. - - : 972, 589 
Activity No. 2, operation of aids to navigation 670, 710 
Activity No. 3, operation of ocean stations 382, 812 
Activity No. 4, port security- ; pid ; 234, 861 
Total a i a ie BT 2 ad 2, 260, 972 
Additions: 
Activity No. 1, search, rescue and law enforcement . 1, 476, 102 
Activity No. 2, operation of aids to navigation ede ‘ 649, 125 
Activity No. 3, operation of ocean stations aha ae 564, 279 
Activity No. 4, port security ; ; 371, 466 
Total 33u1«0E . gis ius o3i 3, 060, 972 
Adjustment in base (net) -- ; ita i eee + SOO, OOO 
Appropriation base for 1954_---- aes pe 200, 000, 000 


Increase over appropriation base for 1954 


Appropriation estimate for 1954 : 200, 000, 000 


Increase from total appropriation, 1953._- r - + 800, 000 
ppro} 


See footnote at end of table 263 
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Comparison of appropriation base with appropriation estimate for 1954 


? 


Appropriation base Appropriation esti ‘ 
for 1954 mate for 1954 Increase or decrease 


A verage Average Average | 
Amount Amount : mount 
positions Ame positions 10ur positions A 1 


Search, rescue, and law enforce- 

ment YOu, 06H YOR, O66 
Operation of aids to navigation 064, 366 54, 064 
Operation of ocean stations for 

meteorological and other sery 


ices 780, 541 33, 780, 541 
4. Port security 246, 027 20, 246, 027 


566 


Total 38, 037. 9 000,000! ¢ , 000, 000 
Adjustment in base (net +305. 1 800, 000 


Potal, appropriation 1953, and 


ippropriation estimate for 
1054 38, 343 199, 200,000, 38, 037.9) 200, 000, 000 


Does not include supplemental estimate to cover cost of mustering-out payment 


2. Operation of aids to navigation: 


Aids to navigation workload 


Number ac 


Lightships (including relief lightships) 

Lights, radiobeacons, and fog signals (manned 
shore aids (unmanned 

Buoys 


Loran transmitting stat 


3. Operation of ocean stations for meteorological and other services: 


Ocean stations workload 


Stations oper 
Statior operate 
Ocean weathe 
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Summary comparison of personnel, U. S. Coast Guard 


1952 actual 1053 estimate 1954 estimate 


Average Average * Average 
number : number , num ber 


$21, 165, 370 
, 216, 129 
700, 27¢ 


», VHS 
, 000 


13, 100, 163 


121, 096, 624 


108, 796, 000 
23, 461, 053 


1, 431, 637 
133, 688, 609 
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Senator Sautronstaty. Admiral, I know that Senator McCarthy 
with unanimous consent has been placing the entire statement in the 
record. In that case, the introductory statement of Vice Admiral 
O’ Neill will be included as a part of the record at this point, without 
objection. 

Admiral O’Neiuu. Very well. 

(The statement referred to follows:) 


STATEMENT OF Vick ApmM. MERLIN O'NEILL, COMMANDANT, UNITED Stat 
Coast GUARD 


GENERAL 


Mr. Chairman, the Coast Guard appropriation estimates for fiscal year 1954 
were discussed at hearings before the House Subcommittee on Appropriations on 
March 24, 1953. Subsequent to that date, the planned operating programs and 
the capital improvement program, on which the appropriation estimates ars 
based, have been curtailed The revised appropriation estimates presented to 
day are therefore based on a lower level of operations than that carried on in the 
current fiscal year, 

The original appropriation request submitted by the Coast Guard for fiscal 
year 1954 totaled $246,200,000 as compared with $243,675,000 appropriated for 
the current fiscal year 

The original request has been reduced $34,350,000 by deferring construction 
programs, reducing Operations, reducing the general level of maintenance, effect 
ing savings in average personnel cost, reducing administrative and support pro- 
gram, reducing the military personnel by 1,159.4 man-years, and reducing the 
reserve training program. 

The reduction by appropriation appears as follows: 

Ope rating expenses ’ has been decreased from $200 000,000 to S18 250,000 


reductions as follows: 


Search, rescue, and law enforcement $5, 464, 000 
Operation of aids to navigation 2, 459, 000 
Operation of ocean stations for meteorological and other services 2, 267, 000 


Port security 1, 560. 000 


Total 11, 750, 000 


‘Acquisition, construction and improvements” has been decreased fror 


$25,000,000 to $2,500,000 by deferment of construction programs as follows 
Willapa Bay Lifeboat Station $210, OOO 
Point Arguello Lifeboat Station (partial 3, 000 
Ditch Plain Lifeboat Station 115. 000 
Replacement of aircraft (partial 13, 300, 000 
Elizabeth City Air Station 75, 000 
Final phase of establishment of winterized semipermanent loran 

chain 8, 797. 000 


Total 22, 500, 000 


“Reserve training’ has been decreased from $2,600,000 to $2,500,000 by redue- 
tions as follows 


Administration of the Reserve training program $100, 000 


The revised appropriation request for 1954 totals $211,850,000, which, compared 
with the current fiscal vear, contains net decreases of $11,750,000 in ‘“‘Operati 
expenses,’’ $22,500,000 in ‘ Acquisition, construction, and improvements,” and 


$100,000 in ‘‘Reserve training,’’ and an increase of $975,000 for “‘Retired pay.’ 
OPERATING EXPENSES 


The 1954 estimates for “Operating expenses,’’ as in 1953, have been prepared 
on an activity basis under four activities: (1) Search, rescue, and law enforcement 
(2) operations of aids to navigation, (3) operation of ocean stations, and (4) port 
security Estimates under this heading for 1954 total $188,250,000, a decrease 
of $10,950,000 under the amount appropriated for 1953. 
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The decrease for “Operating expenses’”’ is aoplied through a reduction in average 
number of military personnel, reduction in ration costs, decrease in dependents’ 
assistance, decrease in general level of maintenance, deferment of a portion of the 
boat replacement program, decrease in ammunition for training, and decrease in 
travel cost 
ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 

The amount included herein represents a decrease of $21,750,000 under the 
total provided in fiscal year 1953 

The projects in this category, in an amount of $2,500,000, provide for a limited 
replacement of rotary wing aircraft, establishment of some aids to navigation, and 
replacement or improverrent of facilities at a few shore units. These few projects 
are limited to immediate needs, and all are urgently required. 


RESERVE TRAINING 


For “Peserve training” the amount requested is $2,500,000, which is a decrease 
of $100,000 under the amount appropriated for the current fiscal year. 


RETIRED PAY 


The estimate for “Petired pay’”’ represents an increase of .$975,000 over the 
appropriation for fiscal vear 1953, attributable to an increase of 398 in the average 
number of man-vears to be carried on the retired list in accord with existing laws 
governing retirement. 

OPERATING PROGRAMS 


The level of operations of the Coast Guard in 1954 over that in 1953 will, of 
necessity, be curtailed to some extent. My comments will be confined to sketch- 
ing the present basic operating programs, including the limited program for the 
military readiness of existing forces. 


SEARCH, RESCUE AND LAW ENFORCEMENT 


The search and rescue facilities of the Coast Guard during the recent year were 
strengthened to provide effective facilities at nine strategic locations in the Atlantic 
and Pacific Oceans. The program included the addition of 7 rescue coordination 
centers, 7 search and rescue stations, 6 vessels of the destroyer-escort class, 1 
patrol boat, and 24 aircraft, together with the necessary operating personnel for 
these units. This program, a part of the military readiness expansion, was 
initiated in 1952 and completed this year, and was undertaken to meet the 
requirements of the Department of the Navy in connection with increased military 
operations. All floating and aircraft equipment for this duty except the patrol 
boat was loaned by the Navy to the Coast Guard within the purview of Public 
Law 207, 8ist Congress 

As the program developed it was found impracticable from a morale standpoint 
to carry out the original intention to occupy, on a permanent basis, each of 6 of 
the search and rescue stations with 1 of the 6 Dt class of vessels provided for the 
purpos Suitable housing, medi:al and educational services for dependents at 
the isolated stations were either not available or avaialble only at excessive cost 
to the Governnent. Further, from the op?rational standpoint, it was desirable 
to have all first-class vessels of the Coast Guard generally int>rchangea5le on all 
types of service duty Accordingly, it was d2ter nined to rotate all vessels through 
ocean station, general patrol, training, and SAR station duty on a regular schedule 
operating generally from continental United States ports. In this manner the 
problem of dependents is mini nized and operating expenses of the vessels held 
to the lowest practicable figure since supplies and repairs are obtaina le in the 
United States. However, to prevent the expense of long runs to and from each 
patrol, the schedule requires that vessels take, in the course of rotation, tours on 
remote stations in sequence, and thus be absent from their home port for a con- 
siderable period 

The effect of this policy is most pronounced in the Pacific. To give an example: 
A vessel permanently stationed in San Francisco may proceed via Honolulu to 
occupy Search and Rescue Station Midway as of the Ist of January; from Midway 
it would proceed in the latter part of January to occupy Ocean Station Victor; 
about the middle of February it would proceed to occupy Search and Rescue Sta- 
tion Guam; from Guam it would proceed to Yokosuka, Japan, about the middle 
of March for voyage repairs, food, and refueling; from here it would proceed in the 
latter part of March to Ocean Station Sugar; from Sugar it would proceed to 
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Search and Rescue Station Adak in April; from Adak it would return to its home 
port, San Francisco, arriving in the latter part of May. In all, the vessel would 
have been absent from its home port for over 5 months, and while this prolonged 
duty tour would not be repeated for approximately 9 months, the vessel would 
continue to operate on a fairly rigorous schedule of ocean station duty, regular 
patrol and duty with the Fleet Training Command. 

In other words, a west coast vessel will ordinarily be absent from its home 
station in the neighborhood of 59 percent of the time. The program has not been 
in effect sufficiently long to properly evaluate the results of this arduous schedule, 
but it is considerably more rigorous than any attempted in the past, and the 
eventual effect on the morale of personnel, both commissioned and enlisted, may 
necessitate either the addition of more vessels to ease the rigorous requirements, 
or a curtailment of the entire program 

The committee is aware of the Coast Guard general duty of icebreaking, and 
that we are presently engaged during the winter ice season in keeping the Illinois 
waterways open to petroleum barge traffic. This is a service provided at the 
request of De‘ense Transportation Administration, and these estimates contain 
allowances to continue this service next year 


AIDS TO NAVIGATION 


The 1954 program for “Aids to navigation’’ differs from that for fiscal year 
1953 only in that it does not anticipate the establishment of visual aids to naviga- 
tion to serve the needs of the Armed Forces on other than a reimbursable basis 


OCEAN STATIONS 


During the year the Coast Guard continued to operate the 53g ocean stations 
in the Atlantic prescribed by international agreement. We also continued to 
operate five ocean stations in the Pacific in accordance with recommendations of 
the Air Coordinating Committee 


PORT SECURITY 


This activity covers the port-security program initiated in October 1950 under 
the authority of Public Law 679, 8Ist Congress. The 1954 program is reduced 
to some extent from that provided for fiscal year 1953. 

During the year significant improvement was noted in the security conditions 
in major port areas. One method contributing to this improvement was the 
surveys made of waterfront facilities to determine measures and standards neces- 
sary to obtain a reasonable degree of security for each facility. After the initial 
survey, followup inspections were carried out on a spot-check basis and when 
hazards were noted the owners and operators were encouraged to take necessary 
corrective measures. The cooperation received from the owners and operators 
has been excellent. The security screening of merchant seamen and waterfront 
workers in order to keep subversive elements from merchant vessels and critical 
waterfront areas continued satisfactorily. 

The construction of 95-foot patrol boats for patrol of the entrances to certain 
harbors, provided for in a supplemental appropriation of $5 million for 1953, is 
under way. It is anticipated that, dependent on delivery of certain items of 
equipment, they will be completed by July 1953 


MILITARY READINESS PROGRAM 


The installation of additional armament, including sonar equipment required 
to improve the military potential of the Coast Guard, was completed on 163 
floating units by the first quarter of fiscal 1953. Training has been programed 
on a continuing annual cycle for armed units. The larger units, 48 in number, 
have all completed a 3-week refresher training period at Navy fleet training 
commands during 1953. The smaller units are trained by three specially designed 
mobile training detachments. Aviation personnel received training at naval 
schools to provide a nucleus of trained antisubmarine warfare personnel at each 
air station. The main objectives of the training program are (1) to provide 
adequate training for individual units and crews to insure operational efficiency 
in peacetime functions, and (2) to maintain the Coast Guard in a state of readiness 
to permit immediate effective combat operation for national defense in case of 
incorporation in the Navy. 
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RESERVE 





The Coast Guard is required by law to maintain and train a Reserve com- 
ponent This component must be a trained Reserve force, available in time 
of war or national emergency for full or partial mobilization when ordered by 
the President or the Congress, which will be prepared to assist in carrying out 
the national defense responsibilities assigned to the Coast Guard. During times 
of war, or when deemed necessary by the President, the Coast Guard is required 
to serve with the Navy, assuming certain definite duties and responsibilities, 
the performance of which is in no way a duplication of duties assigned to the 
Navy. The responsibility of maintaining a trained Reserve which will be capable 
of augmenting the Coast Guard to carry out the defense tasks assigned to it, as 
mentioned above, requires the Coast Guard to conduct a continuing annual 
training program for the members of its Reserve. The fact that a certain number 
of the Reserve personnel can be counted as on board, on a given date, does not 
mean that the mobilization requirements have been met. These members must 
be continually trained and ready for active duty when needed, as in all military 
services Immediately following mobilization orders, the Coast Guard is expected 
to expand its port security, search and rescue, inshore and offshore patrols, beach 
patrols, aids to navigation in home and forward area waters, weather stations, 
and other specialized duties The amount requested for the reserve training 
program in fiscal 1954 is necessary to maintain the solid foundation upon which 
the Coast Guard is building up its Reserve to meet the mobilization requirements 
imposed upon the service in the event of an all-out emergency. 

The Coast Guard Reserve is divided into three categories: (1) the Ready 





Reserve, consisting of those members who are liable for active duty either in 


time of war or in time of national emergency declared by the Congress or pro- 
claimed by the President, or when otherwise authorized by law; (2) the Standby 
Reserve, consisting of those members (other than members in the Retired Reserve 
who are liable for active duty only in time of war, or national emergency declared 
by Congress, or when otherwise authorized by law; and (3) the Retired Reserve, 
consist of se members whose names are placed on a Reserve retired list 
estab d pursuant to law. 

The reserve training program provides training for units in port security, duty 


afloat (vessel augmentation), and aviation activities in connection with the dis- 
charge of the responsibilities set forth above. The program also provides for 
special training of selected officers to represent the Coast Guard in dealing with 
the Selective Service System in time of war or national emergency. A compre- 
hensive correspondence course program will be available to all members of the 
Reserve in fiscal 1054. 

The fiscal 1953 appropriations of $2,600,000 will finance partial training of an 
average of 4,084 reservists. In fiscal 1954, it is planned to provide a more com- 
plete course of training for approximately the same number of reservists, to con- 
stitute a well-trained nucleus on mobilization, rather than to provide partial 
training for a large number. This means that by the end of fiscal 1954, the 
strength of Reserve personnel receiving adequate training to be ready for an 
emergency will be approximately 12 percent of the military mobilization require- 
ments of the Coast Guard. 

At the time tl this budget estimate was initially prepared for submission 
with the President’s budget, the Congress had not passed the Armed Forces 
Reserve Act of 1952, Public Law 476, 82d Congress, which became effective in its 
entirety on January 1, 1953. Since the passage of the act, the Coast Guard has 
been conducting a survey of those sections of the statute which appear to have a 
potential effect on the cost of the training and administrative program contained 
in this budget. To date this survey indicates that a larger training program than 
was originally envisioned may be requirea in order to carry out the requirements 
of the act. This survey also indicates that such factors as increased uniform 
allowances for officers, and mandatory increases in statistical records required to 
be maintained, will result in increased costs over those originally anticipated in 
this budget request Accordingly, the actual number of reservists that can be 
trained under the request contained herein may vary from that given above as the 
full impact of Public Law 476 is realized, and following a summation of the study 
it may be necessary to appear again before this committee to discuss the reserve 
program. 








ha 





MANAGEMENT IMPROVEMENT 


Achievements in improvement of general management and administration dur- 
ing the fiscal year were facilitated by field surveys covering major areas of the 
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Coast Guard mission and supporting activities. Utilizing background developed 
by private consultants in previous years, installation and follow-up of improve 
ments were undertaken in the fields of merchant marine safety, general operations 
engineering practices, personnel administration, finance, and supply. Numerous 
simplifications in practices and procedures have been instituted. Tightened 
fiscal administration requirements have been clarified through the issuance of a 
Manual of Budgetary Administration which integrates policies and instructions 
governing budget formulation and execution in a forma! financial plan tied direc tly 
to the operating program. 

An interesting aspect of our program for accounting improvement is the internal 
audit program which began operations in October 1951. These audits are con- 
ducted by a small, central staff in the Comptroller’s office and cover the 12 
district offices, 7 of the larger units reporting directly to headquarters, and head 
quarters itself, 

The objectives of the program are to determine (1) the extent to which fiscal 
policies, instructions, and procedures have been followed; (2) the extent to which 
accounts have been currently maintained and properly reflect operating results 
status of appropriated funds, and other significant fiscal data; (3) whether account 
ing personnel are properly qualified and supervised; and (4) whether the internal 
checks and controls have been established in a manner that safeguards and pro 
vides full accountability for Government funds and other assets. 

The audits are conducted on a test-check basis in accordance with accepted 
auditing principles and general instructions which are being coordinated with thi 
General Accounting Office in relation to the latter’s comprehensive external audit 
of the Coast Guard. In each case When the audit has been completed, a prelimi- 
nary draft of it is discussed with the responsible officer and his principal staff t 
resolve any questions of fact prior to preparation of the formal report. Working 
papers supporting the audit report are also made available for review by the Gen- 
eral Accounting Office representative. Copies of each report are furnished to the 
various responsible staff officers at headquarters and the Chief Disbursing Officer 
as well as the Division of Audits of the General Accounting Office. 

Present plans call for a complete cycle of audit of the prine ipal offices referred 
to on an annual basis. The program has proved of invaluable benefit in spottir 
and correcting weak elements of accounting and internal control and pointing out 
operational weaknesses related thereto By bringing such items to light, the 
program also serves as a training medium for all account ing personnel as well as an 
administrative control medium for responsible operating officials 

In addition to the continuing improvement in administration of our accounting 
system through the inauguration of the audits described above, the Coast Guard 


has during the year continued to develop and improve its supply systen In this 
period all field ‘stocks of aviation parts at air stations and air detachments have 
been brought under the system of inventory control. 

The above covers in a general manner, an explanation of the estimates we are 
presenting today. I and my staff will be glad to elaborate on any phase of the 


estimates that the committee may care to explore in detail 


Senator SaLTONSTALL. Now, Admiral, if you wish in an informal way 
to discuss what you have covered in your prepared statement or if 
either vou or any of the gentlemen with you care to make any other 


statements you may do so. 


REVISED ESTIMATE 


Admiral O’ Netty. Very well. Thank you, Mr. Chairman 

Our original request for 1954 was for a total of $246,200,000. The 
revised estimates on which we are appearing today total $211,850,000 
That means a cut of approximately 14 percent, or, in figures, 
$34,350,000. Those reductions apply to our operating expenses, our 
capital improvement and Reserve training. 

In our operating expenses, of course, we have not had an oppor- 
tunity yet to study this to the point where we can apply the cuts 
specifically and definitely. We do know that it will mean a reduc- 
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tion, some reduction, in our operating programs, but not the elimina- 
tion; that is, the total elimination of any of the programs. 

Senator SALTONSTALL. Let me ask you this at that point. I am 
looking at page 2 of your statement. This $11,750,000 reduction is 
applied, $5,464,000 to search, rescue, and law enforcement. Of course, 
that is a figure that may vary, depending on the immediate situation? 

Admiral O’Neiuu. Yes, sir. 

Senator SALTONSTALL. And is essentially an estimate? 

Admiral O’Neruu. These figures under these four activity headings 
there at the top of page 2 are an estimate as to how this will affect us. 
Of course, these reductions affect us primarily, you might say, it is 


personnel, maintenance, fuel, boatbuilding, ordnance programs, and 
things like that. 


REDUCTION IN OPERATION AIDS TO NAVIGATION 


Senator SALTONSTALL. Can you go into a little more detail as to 
how to estimate the reduction on operation of aids to navigation, 
which with all of the air traffic today is extremely important, and the 
operation of these meteorological stations? Am I correct in saying 
that those stations are the stations in the Pacific and the Atlantic? 

Admiral O’Netuu. That is correct. 

Senator SALTONSTALL. How many do we have in the Atlantic? 

Admiral O’Netuu. Five and two-thirds in the Atlantic. Up until 
November we will occupy six. In the Pacific there are five stations. 


TOTAL STATIONS 


Senator SALTONSTALL. So you have 11 stations on the 2 oceans? 

Admiral O’Netiu. Eleven stations on the two oceans. 

Senator SaLronsTaLL. When you reduce these stations by 
$2,200,000, what does that mean; taking a number of me n off? 

Admiral O’Neriu. That is primarily in personnel and in fuel and 
in maintenance of the ships that occupy those stations. 

Senator SAuTONSTALL. Will you be able to handle those ships 
without eliminating any of those stations with that reduction? 

Admiral O’NerLu. At the moment I do not believe that ther 
will be any elimination of stations that we occupy. 

Senator SaLronsTaLy. Then the elimination will come down 
to maintaining those stations, | mean, the depreciation, offsetting 
depreciation and repairs? 

Admiral O’Neiuu. That is right. 


PERSONNEL REDUCTIONS 


Senator SALToNsTALL. How many people will it reduce, do you 
estimate? 

Admiral O’NeI.Lu. 267.8 is average. 

Senator SauronstaLu. That would mean on 11 stations cutting 
out about roughly 24 men from each station; is that correct? 

Admiral O’Neruu. Yes, sir. That applies to the ships rather than 
tied into the stations. It would mean a reduction in personnel on 
the ships that occupy these stations. 

Senator SatronsTaLy. By reducing approximately 24 people 


to a station, will that reduce the effici iency of the station below the 
danger point? 
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Admiral O’Neriu. I would not say it would reduce it below the 
danger point. 
Senator SaLtronstTaLL. Why then did you ask for these men origi- 
nally? 
FUNCTION OF SHIPS 


Admiral O’Netu. It is partly personnel. You see, these ships are 
not assigned solely to the ocean station work; they are rotated through 

1 program through search and rescue as well as those stations. On 
thewe ships you might say we have our military readiness program 
that is involved because we have put additional equipment on the 
ships and consequently additional personnel on the ships to handle 
the additional military readiness equipment. 

When these ships occupy an ocean weather station, they are there 
in order to carry the Weather Bureau employees who make the weather 
observations which are transmitted by the ship. They are there as 
an aid to navigation; they are there to assist in case a plane or a sur- 
face ship gets into difficulties. The ships are tied in with a communi- 

cation network for the transocean travel. 

In addition to that, then, we come to the additional men that we 
put aboard as a result of an increase in the equipment, you might say 
the wartime complement and equipment on the ships. It would 
mean that if we reduce personnel, the ships could still occupy the 
stations, but if you take off some of the personnel we may have to 
take off some of the additional armament and ordnance equipment 
that was put aboard. 

It would mean also some reduction in the maintenance of the ships. 

Senator SALTONSTALL. The armament and equipment that comes 
off, you would take that off because you would not be able to maintain 
it; is that right? 

Admiral O’Nertitu. Maintain it or have men to man it in the 
training programs. 

Senator SALTONSTALL. So that what it would come down to, 
Admiral, is that you would be able to operate these stations with 
the same efficiency that you do now providing that we did not actually 
go into a wartime operation? 

Admiral O’Neriu. The same efficiency. The maintenance of the 
ship naturally will not be kept up quite as well. We probably will 
have to invoke some restrictions on the fuel that is used. You 
cannot save a great deal of money on the fuel because the ships do 
have to go out and occupy their stations and then come back. It 
does not mean that we would take off all of this additional equip- 
ment that we put aboard and for which we got additional personnel 
If they cannot maintain it, then it would have to come off because it 
would suffer deterioration. 

Senator SALTONSTALL. But there is sufficient in this appropriation 
to take care of the ordinary upkeep of the ship? 

Admiral O’Netuu. The ordinary upkeep of the ship, we could do 
that; ves. As I say, the maintenance money will have to be reduced 
somewhat, in other words, the ships will still operate but perhaps not 
as well; they will not be kept up, maintained, as well as we feel they 
should be, but they will still function. 
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FURTHER DISCUSSION OF AIDS TO NAVIGATION 


Senator SALTONSTALL. Now on the operation of aids to navigation. 
You are reducing that appropriation $2,459,000. Where does that 
apply? 

Admiral O’Neitu. That would apply similarly in regard to a 
reduction in personnel assigned to aids to navigation, tenders, shore 
units, also the maintenance and the fuel and on some of the ships 
that tend the aids to navigation such as the tenders, there would 
be possibly the same reduction in the military readiness program. 


PERSONNEL REDUCTION 


Senator SaLronsTaLL. How many people does that mean taking 
off your operation of aids to navigation? 

Admiral O’Neiiu. An average of 112. 

Senator SALTONSTALL. How many operational aids does this item 
apply to in units? 

Admiral Ricumonp. It varies so much in units it is very hard to 
answer that question. There are 112 tenders, 431 manned aids, 
37 loran stations, 2 support vessels, and 7 supporting aircraft. 

Senator SALTONSTALL. So that the reduction of 112 personnel 
from all of those operations would vary and would not amount to 
even 1 man in some units? 

Admiral Ricumonp. That is right 

Admiral O’Neriu. That is right. 

Senator SALTONSTALL. How do you effect this reduction? Is 
that all in manpower, or is that also in maintenance? 

Admiral O’Netuu. It is manpower and maintenance. 

Senator SALTONSTALL. Manpower and maintenance? 

Admiral O’Netiu. That is correct. 

Senator SaLronsTaLi. Are these aids to navigation equipped for 
wartime service? 

Admiral O’Neriu. Some of the tenders, the larger ones. 

Senator SaALTONSTALL. So that what you are doing in both these 
items in substance, Admiral, is reducing the personnel and the main- 
tenance of equipment that you have put on these tenders and on these 
stations for wartime service? 

Admiral O’Netiu. Yes, that is true, and reducing somewhat the 
normal maintenance of the unit itself. 

Senator SaLronstaL.L. By reducing the operation of the main- 
tenance, are you building up a larger maintenance for the future? 

Admiral O'’Nerii. Well, that could well be. I do not know that 
I could answer it offhand as to how much that would be, how serious 
it would be. Our ships today of course are well maintained, they 
are in excellent condition, and there might be some items that would 
have to suffer some, but the ships will still operate of course. That 
does not mean that any of them will have to be laid up for lack of 
maintenance or anything like that. 


REDUCTION IN MAINTENANCE AND PERSONNEL 


Senator Savronstaty. In other words, what you are going to do 
in substance on these two important items, to me very important 
items, operation of aids to navigation and operation of ocean stations, 
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you are going to maintain all those aids to navigation, you are going 
to maintain all the ocean stations and reduce the maintenance and 
reduce the personnel that are now on those stations in case of sudden 
emergency? 

Admiral O’Neriu. That is right. 

Senator SatronsTaLL. That is just to sum it up? 

Admiral O’Netiu. Yes. 


Port SECURITY 


Senator SaALToNsTALL. Now your port security, $1,560,000, that 
primarily is enforcement in the ports? 

Admiral O’Neiut. That is true. That is primarily personnel. We 
operate a number of boats, the majority of which are 40 feet. We 
operate some 83-footers in our security program. We have around 
120 of the 40-footers. 


PERSONNEL REDUCTIONS 


Senator SALTONSTALL. How much reduction in personnel does that 
mean on your port security? 

Admiral RicumMonp. An average of 266.6. 

Senator SaALTonsTaLL. In other words, you are going to reduce 
your personnel on port security by 266 men? 

Admiral O'NEILL, Yes, sir. 

Senator SaLTonstaLL. How are you going to do that? Does 
that mean operation of less boats, less of these 40-footers? 


TOTAL PERSONNEI 


Admiral O’Neriu. It might, or a spread of you might say reducing 
personnel throughout the whole program. Our port-security pro- 
gram today, we have 4,200 enlisted men and about 500 officers, a total 
of about 4,700. We could handle that by an overall reduction or 
elimination of one of the principal port areas where we carry on this 
program. It does not mean the elimination, of course, of the port- 
security program. It could be done by, say, eliminating one of the 
port areas or spreading. 

Senator SALTONSTALL. Have you reached a final decision as to how 
to do it? 

Admiral O’Netiu. No, sir; we are studying that now. 

Senator SaLTonsTaLL. Then, Admiral, is it fair to say that these 
reductions are made with your cooperation and with your approval? 
Is that a fair statement? 

Admiral O’Netuu. If reductions have to be made, and I realize 
that the budget this year has to be cut, we worked this out with our 
people in the Treasury Department with the Assistant Secretary and 
the Secretary. It works out better for us on a reduction if we are 
given, you might say, the flexibility to apply the cuts where they will 
hurt the least in this program. 

Senator SaLtronstTautu. Then you feel that you can properly cut 
$11,750,000 out of your operating expenses in the broad manner that 
you have described under these four items without reducing the 
efficiency of the Coast Guard but perhaps reducing its readiness for 
a sudden emergency; is that correct? 
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Admiral O’Neriu. Well, I agree with part of that, Senator. I 
think the efficiency will be affected some. I think if you cut $12 
million from a program like this, I think that it is quite reasonable 
to say that the efficiency will perhaps suffer some, but we would 
carry on and apply the cuts as best we can where there will be the 
least effect on the efficiency. 

Senator SaLTonsTaLu. So that there is a total reduction of men in 
the operating agencies of how much? 

Admiral Ricumonp. 1,159.4, but that is average. 


TERMINAL REDUCTIONS 


Admiral O’Neriu. The terminal reduction—that is, at the end of 
the next fiscal year—would be about 1,100 enlisted men and about 
300 officers, but in the meantime during the year we would go down 
on our curve so that at the low point during fiscal 1954 there probably 
would be, say, an additional thousand. 

Senator SaLTronsTaLu. Terminal leaves and so on? 

Admiral O’Neriu. Well, through this discharging program that we 
would have to go through and before we could build up again to this 
terminal figure we gave you of about 1,400. 

Senator SALTONSTALL. These are all uniformed men that will be 
reduced? 

Admiral O’Neruu. All of them. 

Senator SatTonsTauu. Most of them will be reduced simply by not 
getting in new people to fill positions vacated by resignation? 

Admiral O’Neriu. Through attrition; yes, sir. 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


Senator SaALronsTaLL. Now going on to the “Acquisition, construc- 
tion, and improvements,” Admiral. The revised figure for the A. C. 
and I. amounts to $2,500,000, compared to $24,250,000 appropriated 
in 1953, or a decrease of $21,750,000. The printed budget for 1954 
is in the amount of $25,000,000, which reflects a decrease of $22,500,- 
000 when compared to the revised figure of $2,500,000. 

At this point I will place in the record the summary appropriations 
statements, as submitted by the Treasury Department. 

(The information referred to follows:) 


ACQUISITIONS, CONSTRUCTION, AND IMPROVEMENTS, Coast GUARD 
Analysis of reductions recommended in 1954 budget estimates 
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| 1954 revised budget 
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EXPLANATION OF REDUCTIONS 


1. Search, rescue, and law enforcement.—Deferment of construction at Willapa 
Bay lifeboat station ($210,000), Ditch Plain lifeboat station ($115,000), and 
reduction of construction estimate at Point Arquello lifeboat station (from 
$94,000 to $91,000); deferment of Elizabeth City Air Station heating system 
improvements; re .duction of funds for re placement of aircraft from $15,000,000 
to $1,700,000. 

2. Aids to navigation.—Deferment of final phase, winterized loran chain. 


Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act $19, 250, 000 
Supplemental appropriation for 1953 ce 5, 000, 000 
Total appropriation, 1953 24, 2 250, 000 


Reductions: 
Nonrecurring 1953 projects: 


Search, rescue, and law enforcement $12, 500, 000 

Operation of aids to navigation 6, 750, 000 

Port security 5, 000, 000 
Adjustment in base — 24, 250, 000 

Appropriation base for 1954 

Increase over appropriation base for 1954 25, 000, 000 
Appropriation estimate for 1954 . 25, 000, 000 
Increase from total appropriation, 1953 + 750, 000 


Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base Appropriation esti- Schaal : : 
for 1954 mate for 1954 Increase or decrease 
Activity - yay 
Average A verage . Average b 
positions Amount positions Amount positions Amount 
Search, rescue, and law enforcement 9 |$15, 533, 000 9 | $15, 533, 000 
Operation of aids to navigation____- 46 9, 467, 000 46 | 9%, 467,000 
Operation of ocean stations — a ; “ 
Increase over appropriation 
base ‘ ‘ pales : 55 | 25, 000, 000 55 25, 000, 000 


REPLACEMENT OF AIRCRAFT 


Senator SALTONSTALL. Now the big items, the two big items are 
the replacement of aircraft, $13,300,000, and the final phase of the 
establishment of winterized semipermanent loran chain, $8 million, 
and the other three or four reductions are small reductions, compara- 
tively, in lifeboat and air stations, which I presume are simply going 
ahead more slowly in the construction? 

Admiral O’Neriu. Yes, sir. That involves the construction of one 
station, moving another station, and repairs at other stations like re- 
pairing piers, dredging, items of that kind, so as to permit those sta- 
tions to operate more efficiently. 

Senator SaLronsTaLL. Now, Admiral, let’s take up first the replace- 
ment of aircraft, a $13,300,000 reduction. Perhaps first you might 
tell us how many aircraft you now have operating and what this re- 
duction means. 
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TOTAL AIRCRAFT 


Admiral O’Ner.. Our total number of operational aircraft today, 
fixed wing and rotary wing, is 137. Of that number I believe there 
are 27 rotary wing, and the rest are fixed wing. Actually that does 
not mean that we can put in the air 137 planes at one time because 
some of them are under repairs and going through the various checks 
that planes must have; that, however, does include the whole opera- 
tional fleet. For 1954 we originally had asked for money to replace 
19 of these planes. The majority of our planes are old; they are over 
age. We have gotten many of them from the Navy. They are 
PBY’s, PBM’s, and planes of that type. 

Senator SavTonsTaLL. Admiral, with your permission, at this point 
I would like to insert in the record a description of the Coast Guard 
aircraft characteristics which shows the age and status on replace- 
ment and the present status and age and so forth. 

Admiral O’Neruu. Very well. 

(The information referred to follows:) 


STATUS—COAST GUARD AIRCRAFT 
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RAFT—Continued 
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Senator SauronsTaLL. Now you say this will strike out the ordering 
of 19 new aircraft? 

Admiral O’Neriu. Twelve fixed wing aircraft. There are 12 fixed 
wing and 7 helicopters. 

Senator SALTONSTALL. So it will strike out the replacement of 19 in 
the air, 7 helicopters, and the 12 fixed wing? I do not understand. 

Admiral O’Neruu. In other words, this reduction would mean that 
in dollars, of course, it strikes out the great majority of the plane re- 
placement program. We would have $1,700,000 left that we could 
use, say, to buy | fixed wing plane and 2 helicopters, or we could buy 
6 helicopte rs with whatever money we may have available. What 
we had originally planned was the 12 fixed wing and the 7 rotary wing. 
With the $1,700,000, as I say, we could apply that to either 1 fixed 
wing or 7 rotary wing or whatever it will be. 

Senator SatronsTaLuL. In your opinion will this reduction of 
$13,300,000 for aircraft replacement endanger the efficiency of the 
Coast Guard? 

Admiral O’Neriu. Well, what this does, it postpones or defers for 
a year the procurement of these planes as replacement for the old 
planes. Now at the present time we have received, since 1950, 15 
new fixed wing planes and there are 25 more on order, a total of 40 
since 1950 of just the fixed wings. It means that the maintenance 
on them will suffer, and it means it aggravates a problem we have 
had for a number of years. We have tried to replace our old planes 
on an orderly basis each year in order to, you might say, modernize 
the small fleet that we have. 

Senator SALToNsTaALL. How many planes do you have operating 
today? 

Admiral O’Neriyi. Of course, there are 137 operational planes. 
Actually we could put in the air I guess around 106. 

Senator SaLToNsTaLL. Roughly where are these located? How 
many on the Atlantic and how many on the Pacific? 

Admiral O’Neriu. They are located at 9 air stations and 13 detach- 
ments in the Atlantic and in the Pacific. Here is a list showing them 
precisely. 

Senator SALTONSTALL. It will be made a part of the record. 

(The information referred to follows:) 
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Deployment of aircraft, U. S. Coast Guard, fiscal year 1953 


CGAD, Argentina, Newfoundland ‘ ' 6 
CGAS, Saiem, Mass 3 7 
CGAS, Brooklyn, N. Y 8 
CGAD, Brooklyn, N. Y 3 
CGAD, Arlington, Va 4 
CGAS, Elizabeth City, N. C 10 
AR&SB, Elizabeth City, N. C l 
CGAD, Bermuda, British West Indies 4 
CGAS, Miami, Fla : 5 
CGAD, San Juan, P. R 4 
CGAS, St. Petersburg, Fla 6 
CGAD, Biloxi, Miss_ _- 2 
CGAD, Corpus Christi, Tex l 
CGAS, San Piero. Calif ‘ 5 
CGAS, San Francisco, Calif 7 
CGAS, Port Angeles, Wash 6 
CGAS, Traverse City, Mich . t 
CGAD, Barbers Point, T. H : 4 6 
CGAD, Midway Island 2 
CGAD, Guam, Marianas Islands 3 
CGAD, Sangley Point, Philippine Islands___-- SRG di : 4 
A Te I a pees gh Dis habit bid ig 1 
CGAD, Annette Island, Alaska ’ seat lh aii acacia ce 5 
CGAD, Kodiak, Alaska : : ; : ‘ : 2 

Number of planes for which personnel are allocated- , yiallve 168 
Operational spares , " 31 

Total aircraft aa aoa a sal al ce oe ne 


Senator SALTONSTALL. Will this failure to replace take away a plane 
that is now operating? In other words, if you have a plane operating 
today in Bermuda—lI do not know how many you have, but assuming 
one—will it take away from any one of these stations the service of 
an airplane? 

Admiral O’Netu. It would not affect us right now, but it will in 
the future because it takes about 2 years to get delivery on a plane. 

Senator SALTONSTALL. What you are telling us, Admiral, is that 
in aircraft replacement and perhaps in aids to navigation and stations 
we are building up some deferred procurement? 


Admiral O’Neruu. Yes, sir. 
ANTICIPATED PLANE REPLACEMENT 


Senator SALTONSTALL. So that while we are cutting out this year, 
you call attention to the fact that there may have to be action taken 
next year? 

Admiral O’Nertui. That applies particularly to the plane replace- 
ment program because, for example, in 1955 under our plane replace- 
ment program we would need funds for a total of 59 planes. That 
figure jumps largely because of the number of old planes that we got 
from the Navy to inaugurate a search and rescue program in the 
Pacific and the Atlantic. We asked for new planes to inaugurate it, 
and we were unable to get them, but we did get the Navy planes, and 
they are the same types we are operating today. 

Senator SALToONsSTALL. Now, do you have anything you wish to 
add to that item? Have we covered that item to your satisfaction? 

Admiral O’Netu. Yes, sir. 
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Senator SauronstaLLt. Now will you please explain what the 
reduction of this final phase of the establishment of winterized semi- 
permanent loran is? 

Admiral O’Neriu. Much of that is classified, Senator, and we 
would have to go off the record in order to go into that. It involves 
the construction of a loran chain at the request of the Joint Chiefs 
of Staff. 

CURRENT APPROPRIATION 


Senator SALTONSTALL, What was the original appropriation for 
this? 

Admiral Ricumonp. $1,484,675 for the preliminary phase. 

Senator SALTONSTALL. So what this does, Admiral, is to slow down 
the establishment of it? 

Admiral O’Nerii. That would eliminate it. 

Senator SALTonstaLL. This would eliminate it? 

Admiral O’Neru. Yes, sir. 

Senator SALronsTALL. Does that mean that the money that we 
appropriated last year has been put to no use or wasted? 

Admiral O’Neriu. Not entirely. Some of the money was spent 
that has already been appropriated. The remainder was frozen. 

Senator SALTONSTALL. How much was actually spent? 

Admiral RicumMonp. The amount was $1,484,675 appropriated in 
last year’s appropriation. Approximately $500,000 has been either 
spent or obligated for equipment. Probably less than $100,000 is 
not recapturable either in equipment or otherwise. 

Senator SALTONSTALL. So that of the money spent last year, if this 
program is given up now, and this is eliminated from the budget for 
fiscal 1954, there will be a loss to the Government of how much? 

Admiral RicumMonp. Less than $100,000, but another $400,000 of 
equipment that could be used in other places. 

Senator SALTONSTALL. This means that this plan which was essen- 
tially a security plan is being eliminated for the present completely? 

Admiral O’Nxtnu. Yes, sir. 

Senator SALTONSTALL. Is there a description of this plan in the 
record of last year, or is there a description of this plan anywhere? 

Admiral O’Nerii. Most of that has been off the record. It has 
just been mentioned in generalities. 

Senator SaALTONSTALL. Could the proper person, either you or the 
Treasury, write a letter or a memorandum to the chairman of the 
Subcommittee of the Treasury, Senator McCarthy, titling it “secret’”’ 
or whatever the classification should be, describing what this is that 
has been given up? That will not be in the record, but it will be 
available to committee members. 

Admiral O’Netiu. Yes, sir. 

Senator Satronstauu. I think if you will talk with our clerk, 
Admiral, after the hearing and find out what should be covered? 

Admiral O’Neriti. We would be glad to do so. 

Senator Sartonstaty. Now these other four items, briefly, means 
giving up the construction of one new station and the moving of 
certain other stations? 

Admiral O’Netuu. Yes, sir. 

Senator SatronstTaLu. That will not affect the efficiency of the 
service? 
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Admiral O’Neriu. Well, you might say not seriously. These are 
items that are urgently needed, Senator. We are, vou might say, 
seriously handicapped in providing service because of the lack of these 
facilities and improvements that we have requested the funds for. 


RESERVE TRAINING PROGRAM 


Senator SALTONSTALL. There are two other items, Admiral, and 
one is the revised estimate for reserve training, $2,500,000 as compared 
with $2,600,000 in 1953, or a decrease of $100,000. The printed 
budget is the same as that in 1953. In other words, you are cutting 
down $100,000 from the reserve training? 

Admiral O’Neiiu. That is correct. 


RETIRED PAY 


Senator SALTONSTALL. Then the revised figure for retired pay is 
$18,600,000, the same amount as requested in 1954 printed budget, 
but an increase of $975,000 over $17,625,000 appropriated in 1953 
I assume that that increase is a basic figure in the law that cannot be 
changed, and the increase is a result of the people who are retiring 
under the law? 

Admiral O’Neruu. Yes, sir; that in general is correct. 

Senator SauronstaLu. Without objection, we will place in the 
record at this point the summary appropriations statements submitted 
by the Treasury Department concerning reserve training and the 
retired pay. 

(The justifications referred to follow: ) 


RESERVE TRAINING, Coast GUARD 


Analysis of reductions :ecommended in 1954 budget estimates 


. > 954 revised ige 
1954 printed budget Reductions 1064 r von t udget 
‘ ites 
Activity - — 
Average A verage A verage 
Amount Amoun mount 
positions | Amou positions Amount positions A 
Stiniiinncihaiiianitaciaritaress ame 
1. Reserve training program -..--- ‘J 132.7 | $2, 600, 000 |....... $100, 000 132.7 $2, 509, 000 
| | | | 


EXPLANATION OF REDUCTION 
Reserve training program.—Decrease in drill and active duty pay of trainees. 


Original analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act__._...-..-.-------- ncaa, a 
Supplemental appropriation for 1953_.....--- tak nr ateete 100, 000 

ee a pax cane 2, 600, 000 
SP eREROTE TRON COE Sib acaes cékenatcndunsetensuswenewcsssae 2, 600, 000 


Increase over appropriation base for 1954.....-....-..--.-------- 


RURTOCTINIOR: CHEESE TOE 1OGE Sov occ cciiccccnwcnwcecowss , 600, 000 
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Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base Appropriation esti- 
for 1954 mate for 1954 | Increase or decrease 


A verage A verage verage 
Amount . Amount | Average 


positions positions positions | Amount 


Reserve training progran 
1. Direct expense $1, 813, O55 , 813, O55 
2. Indirect expense 32.7 786, 945 786, 945 


Increase over appropriation 


base ss 600, 000 3 2, 600, 000 
Adjustment in base 


Total appropriation, 1953, and 
appropriation estimate for 
1954 32.7 600, 000 } , 600, 000 


Retired Pay, Coast GUARD 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


1954 printed budget duc 
printec de Reductions estimates 


verag rage verag 
A veragt A mou Average | 4 mount A veragt 


positions positions positions Amount 


$8, 044, 470 | $8, 044, 470 


1 officers 7, 122, 116 7, 122, 116 


wit and warrant 
2, 186, 588 2, 186, 588 
rhthouse Service 1, 196, 000 1, 196, 000 
sving Servic 27, 756 e | abe 27, 756 
V nnel (Public I 
810 23, 070 | 23, 070 


Total 18, 600, 000 18, 600, 000 


EXPLANATION OF REDUCTIONS 
No reductions 


Analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act 4 $17, 000, 000 
Supplemental appropriation for 1953 ram ‘ 625, 000 
Total appropriation, 1953_- 17, 625, 000 
Reductions 
Former lighthouse service — ; $42, 250 
Former lifesaving service ’ : ’ , 4, 626 


Adjustment in base ; : aa mg ; —46, 876 
Appropriation base for 1954 17, 578, 124 
Increase over appropriation base for 1954 : : ae 1, 021, 876 


Appropriation estimate for 1954 : 18, 600, 000 


Increase from total appropriation, 1953 ok +975, 000 
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Comparison of appropriation base with appropriation estimate for 1954 





Appropriation base Appropriation est 
for 1954 mate for 1954 Increase or decrease 
Activity 
Average Average A verage 
positions Amount positions Amount positions Amount 
Number Number Number 
Enlisted men 3,634 | $7,391, 810 3,955 | $8, 044, 470 321 + $652, 660 
Commissioned officers 1,665 | 6,906, 420 1, 717 7, 122, 116 52 , 
Chief warrant and warrant officers 753 2, 034, 606 SOU 2, 186, 588 56 
Former Lighthouse Service 736 1, 196, 000 736 1, 196, 000 
Former Lifesaving Service 36 27, 756 36 27, 756 
Reserve personnel (Public Law 810 14 21, 532 15 23, 070 1 +1, 538 
Increase over appropriation, base 6,838 | 17, 578, 124 7, 268 | 18, 600, 000 430 | +1, 021, 876 
Adjustment in base +32 +46, 876 32 16, 876 
Total, appropriation 1953, and | 
appropriation estimate for 
1054__. 6, 870 17, 625, 000 7, 268 18, 600, 000 398 +-975, 000 


Senator SALTonsTALL. Admiral, I am afraid that I have to leave 
at this time. If there is any other point that you wish to amplify or 
you do not think has been explained from the Coast Guard’s point of 
view in this hearing, we would appreciate it if you would cover such 
points in a letter that could be included in the record. 

Admiral O’Neriu. Very well, sir. 

Senator SALTONSTALL. In other words, before the hearings are 
finally printed. 

Admiral O’Neitu. Very well, sir. 

Senator SALTONsTALL. In other words, put it this way: What we 
have tried to do at this hearing is to bring out the problems affected 
by the reductions without asking you to make further reductions? 

Admiral O’Netuu. Yes, sir. 

Senator SALTONSTALL, Of course, we reserve the right in the Senate 
to go over the recommendations of the House again, and of course 
you have an opportunity in the Senate to appeal from any actions of 
the House for further hearings. 

Admiral O’Netu. Very well, sir. 

Senator SaLtTonsTau. If there are no further questions, the com- 
mittee will be in recess. 

(Whereupon, at 10:55 a. m., Monday, April 13, 1953, the subcom- 
mittee recessed to reconvene at the call of the Chairman.) 
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TUESDAY, MAY 12, 1953 
Unrrep STaTes SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, Bf 

The subcommittee met, pursuant to recess, at 2 p. m., in room 
I-41, the Capitol, Hon. Joseph R. McCarthy, chairman of the 
subcommittee, presiding. 

Present: Senators McCarthy, Saltonstall, Smith of Maine, Dirksen, 
Maybank, Kilgore, McClellan, Robertson, and Magnuson. 

Present also: Senator Johnston of South Carolina. 


POST OFFICE DEPARTMENT 


HON. ARTHUR E. SUMMERFIELD, POSTMASTER GENERAL; C. R. 
HOOK, JR., DEPUTY POSTMASTER GENERAL; N. R. ABRAMS, 
ASSISTANT POSTMASTER GENERAL; JOHN C. ALLEN, ASSISTANT 
POSTMASTER GENERAL; ALBERT J. ROBERTSON, ASSISTANT 
POSTMASTER GENERAL; ORMONDE A. KIEB, ASSISTANT POST- 
MASTER GENERAL; D. H. STEPHENS, CHIEF POST OFFICE 
INSPECTOR; ROSS RIZLEY, SOLICITOR; J. W. ASKEW, COMP- 
TROLLER; BEN H. GUILL, EXECUTIVE ASSISTANT TO THE 
POSTMASTER GENERAL; L. ROHE WALTER, SPECIAL ASSISTANT 
TO THE POSTMASTER GENERAL; A. B. STROM, ADMINISTRATIVE 
ASSISTANT TO THE POSTMASTER GENERAL; C. N. BRUCE, 
DIRECTOR, BUDGET AND PLANNING; AND JAMES T. NELSON, 
POST OFFICE INSPECTOR 


REVISED ESTIMATE 


Senator McCartruy. The committee will come to order. We have 
with us today Postmaster General Arthur E. Summerfield, who will 
testify on the budget estimates for fiscal 1954 for the Post Office De- 
partment. 

Before we start, Mr. Postmaster, I would like for the record to show 
that the revised budget estimate for 1954 is $2,834,700,000 as com- 
pared to $2,793,821,079 appropriated in 1953, or an increase of $40,- 
878,921. The printed budget for 1954 indicates an estimate of $2,- 
906,800,000, and when compared to the revised figure of $2,834,700,000, 
there is a decrease of $72,100,000. 

At this point I will insert into the record various statements con- 
cerning revenue, obligations and deficit estimates which have been 
submitted by the department. 

(The information referred to follows: ) 

31952—53———_19 
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Summary statement of obligations, fiscal years 1952, 1958, and 1944 (as oJ ipr. 


1, 1953 


Increase 























. 1953 (esti 1054 (est or 
Appropriation 1952 (actual 
! = . mate mate decrease 
1954 over 1953 
sl administration $21, 776, 565 $22, 000, 000 $22, 000, 000 
operation O88, 705, 0OL 2 . 000, 000 |2, 230, 700, OOO + $5t Ww). OOF 
lrransportation of mails 557, 882, 540 576, 000, 000 720, 000 1, 280, 000 
Claims 5, 717, 412 6, 100, 000 7, 280, 000 +1, 180, 000 
Judgments, U. 8. courts and Court of Claims, 
Post Office Department 268, 324 168, 808 68, SOS 
Comptroller General adjustm 
ntingerne ies (unappropriated 16, 656 
Postal obligations 2 674, 366, 498 |2. TTS, 268, S08 |2. S34. 700, OO L568 43 
Summa y Statement of funds available, 19538, and 19 
Ap 
Appropriation 1Yo2 actual 1953 actual 1954 est ale 
General ad nistratior 
Appropri ited $22 GAR. 240 $22 000. 000 $22 0 wy) 
Com parative and legislative transiers 867, S41 
Adjusted appropriation 22 4), 399 22, OOF 00 22. O00. OOK 
Postal operations 
A ppropriated 2, OWS, 064,210 2. 174, 000. 000 2 x un 
Comparative and legislative transf ' 6, S51 
Adjusted appropriatior 2, O99, 261,061 2, $4 OOO 2 
l'ransportation of mails 
A ppropriated 565, 000, 00K 591, TOO, OOK 2 
( parative transfers 329, OW 
Adjusted appropriat 64. 671. 000 1. TOO, On mM 
Claims 700, OOO 6, 100, OOO 280, OOK 
Ji 2 ‘ s ) i ( C] I 
Office Depat 268, 324 168, SON 
Total fr @ le? 2 802 4( 84 2.79 S ROS 2, 834 “ 
| ( pariso? enue, obligations, ve ne Of mail, special se Ss, and } nad 
Percent Percent t 
Fiscal vea crea Fiscal vea ner ¢ 
Ite 1¥S2 : ‘ Y53 . or 54 4 or 
unsudited decrease estimate lecrease est he lecreas 
Revenue $1. O66. 000. 00K 4 65 $2. 152. 000, 000 +-9. 46 |$2. 238. 000. O 4 Oh 
Postal obligations 2, 674, 366, 498 +S. y. S, 268, SOS +3. 8U 2, 834, 700, OOK 
' 
| Postal deficit S, 366, 498 4. 00 A26, 268. 808 } ROM ~. OM 4 
j Volume of ail i s 
pieces 44. 400, GOO + $i UD, OOF 4. 3 ». OOD s 
Spe services s 
ransa S 16, 566 74 10, 361 +. 42 LY, 049 + é 
Pa é I v 
vears 489. YOY +3. 14 SOS, 49. +3. 78 16, GO3 + 4s 
Pre ictive empk ent 


(hours ; 920, 628, 971 +1, 3 942, 440, 70 ey O55, 848, 052 +1. 42 
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Senator McCarruy. You may proceed with your statement, Mr. 
Postmaster General. 

Senator Maypank. Mr. Chairman, before the Postmaster General 
proceeds to read his statement, I should like to make just one brief 
remark. I want to state that I greatly appreciate the Postmaster 
General’s courtesy and consideration in having forwarded a copy of his 
prepared statement to me in advance of the hearing. I might add 
that I have already read his fine statement and wish to thank him at 
this time for having sent it to me. 

Senator McCartruy. We do appreciate getting the statements 
early enough so we can read them before the hearing, and I want to 
thank the Postmaster for doing that. 


GENERAL STATEMENT 


Postmaster General SumMMerRFreLpD. Thank you, gentlemen. 

Mr. Chairman and members of the Committee, before making a 
statement of the Post Office Department’s program for fiscal year 
1954, let me express sincere appreciation for the courtesy, cooperation, 
and help which we have received from Members of Congress during 
the 3 months that I have had the honor of serving as Postmaster 
General. 

We would also like to give you our assurance that we come before 

you with a sense of real dedication to the task ahead and are entirely 
cognizant of the importance of our first appearance before your 
committee. 
- A careful study of previous hearings before congressional committees 
has been invaluable in helping us to understand the many problems 
of the Postal Establishment and in the preparation of our program. 
We are also pleased to acknowledge many valuable suggestions and 
recommendations from postal employees at all levels. 

We intend, with your help, to put into effect a cooperative, dynamic 
program which will utilize the accumulated wisdom of congressional 
committees and the thinking of postal employees over the years. 


OBJECTIVES 


Our mission was outlined by President Eisenhower in his state of 
the Union message, delivered before Congress on February 2, when 
he singled out the Post Office Department as an important area where 
waste could be eliminated as a contribution toward balancing the 
national budget and reducing taxes. 

The President said: 

The Postmaster General will institute a program directed at improving service, 
while at the same time reducing costs and decreasing deficits. 

We are taking these orders literally. 

We intend to follow them. 

Therefore, we propose, with the help of Congress and the support 
of the public, to make the postal establishment as nearly financially 
self-supporting as practicable, while at the same time improving postal 
service. 
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ANTICIPATED PROGRAM 


We shall outline today for your consideration a program which we 
feel will attain these objectives. In brief: 

(1) We intend to give the American people the kind of postal service 
they have the right to expect. 

(2) We mean to reduce the overall postal deficit substantially 
through economies and modern management techniques. 

(3) We hope that Congress will help us complete the job of balancing 
our budget by relieving us of subsidy burdens over which we have no 
control; by reimbursement of charges for free services provided to 
other agencies and by temporarily adjusting postal rates. 

This is our mission and the basis for our program. 


CHARACTERISTICS OF OPERATION 


It is appropriate to acknowledge at this time that we have set our- 
selves no easy task. History is against us. In the 115 years for which 
figures are available, the Post Office Department has reported a surplus 
only 18 times. And of those 18 “‘profitable’’ years, 9 were in time of 
war when much of the cost of transportation and distribution was 
absorbed by the military. 

In the last hundred years, the Post Office Department has reported 
a surplus in time of peace on only five occasions. In some of those 
vears the surplus occurred simultaneously with a significant and 
fundamental change in departmental policy. 

For instance, in the years 1913 and 1914, the institution of parcel 
post and a subsequent increase in weight limits contributed a great 
deal to the achievement of a surplus. 

On other occasions the surplus is largely traceable to changes in 
accounting practices. 


UNIQUE ASPECTS OF POST OFFICE BUDGET 


There are several aspects of the Post Office Department’s budget 
that make it unique in the realm of governmental finance. 

We are engaged in a going and growing business—the daily delivery 
of the mail. 

We are in a continuing business in which the volume of work we 
must do is determined by the public. 

The rate at which that volume is increasing can be judged by 
comparing the following figures: 

(a) In 1940, the postal establishment handled 27.7 billion pieces of 
mail, or 210 pieces for every man, woman, and child in the United 
States; 

(b) In 1954, it is estimated that we shall handle 53.7 billion pieces of 
mail, or 329 pieces for every person in the United States. 

This represents a 94 percent increase in total volume and a 51 
percent increase in use of the mail per capita in 15 years. 

It should be noted, too, that our budget is principally for operating 
costs. We are not engaged in major individual projects that can be 
eliminated in the interests of economy, nor do we have many capital 
expenditures of a deferrable nature. 





292 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 
ESTIMATED APPROPRIATION REQUIREMENTS 


In discussing the requirements for fiscal year 1954, we would like 
to point out, first of all, that the appropriations we are seeking are 
almost $150 million less than the estimate submitted to the Bureau of 
the Budget last September 12 by our predecessors. 

The Post Office Department is seeking an appropriation for fiscal 
1954 of $150 million less than requested by the previous Postmaster 
General for the same period. 

This reduction of $150 million is by far the largest in the history of 
the Department. It is 3 times greater than that effected in fiscal 
1953 and 5 times greater than that in fiscal 1952. 

The Bureau of the Budget cut that request by $78 million, leaving 
an estimated postal deficit of $669 million. 

That was only the beginning of reductions. 

On February 3, we were requested by the present Director of the 
Bureau of the Budget to review this estimate—to examine critically 
the program provided for—and to explore every avenue by which we 
could obtain greater e fficienc y at re «duced cost 

We cooperated wholeheartedly in this project. We established new 
budget policies and new criteria, of our own volition, and then, in 
conjunction with the Bureau of the Budget, further reduced our 
estimates 

BUDGET REDUCTION 


Finally, after exhaustive and detailed examination and study, we 
reduced the budget estimate by an additional $72 million 


TOTAL OBLIGATIONS 


Our obligations, for which we are requesting appropriations, are 
now estimated at $2,834,700,000. 


ESTIMATED REVENUES 


It is estimated that our revenues during fiscal year 1954 will amount 
to $2,238,000,000 
ESTIMATED DEFICIT 


This will leave an estimated postal deficit of $596,700,000. 

This is the Post Office Department’s share of the more than $78 
billions requested to be appropriated for all departments and agencies. 

A deficit of $596 million is a distressing figure, even though it 
represents a reduction of 20 percent from the original Post Office 
Department proposal. In spite of an anticipated increase of nearly 
4 roy in volume of mail, we have provided in our budget for 
only 1.5 percent increase in manpower. Furthermore, we have not 
cee for funds for restoration of two deliveries a day in residential 
areas which we estimate would cost $80 million a vear. 
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ORIGINAL BUDGET 


The budget submission before you originated during the summer 
of last year and was presented to Congress before we took office. 

The plan of operation underlying this budget was fixed by our 
predecessors and it would be impossible for us to correct its inherent 
weaknesses overnight. The budget as submitted does not, for in- 
stance, contemplate or contain adequate provision for modernization 
of facilities and improvement in management services. 

We are therefore asking, with the concurrence of the Bureau of the 
Budget, for appropriation language that will permit us to apply 
sound business principles in the management of the postal establish- 
ment. 

The effect of the changes in appropriate language would be that 5 
percent of any appropriation would be made available for transfer to 
any other appropriation or appropriations, with a limitation that 

General Administration not be increased more than $10 million as a 
result of such transfers 

This would provide for flexible operations and permit the use of a 
portion of captured savings in field operations for strengthening the 
administration of the service. 

It would also provide for transfer of functions and the amounts 
allotted therefore between the appropriations ‘General administra- 
tion’ and “‘ Postal operations.” 


PURPOSE OF LANGUAGE PROVISION 


The purpose of this provision is to give the Department an oppor- 
tunity to improve its organizi ition structure and effect the most econ- 
omical alinement of functions in both the field and departmental 
services. 

The removal of the $250,000 and the $500,000 limitations in the 
‘General administration” and ‘Postal operations” appropriations, 
respectively, would permit the Department to expend funds in excess 
of these amounts for much-needed management studies and research 
and development projects. 


COMPARISON OF DEFICITS 


The estimated deficit for fiscal year 1954 is $596.7 millions. 

The estimated deficit for fiscal year 1953, as shown in the printed 
budget, is $642 millions. 

The deficit for fiscal year 1952, was $727 millions. 

For the details making up this deficit for fiscal year 1952, I refer 
you to the following statement which I would like to have inserted 
in the record at this point. 

Senator McCarruy. That will be inserted in the record at this 
point. 

(The table referred to follows:) 
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Details of deficit, Post Office Department, fiscal year 1952 


| | | . ee 
Items Revenue Cost | (+) Profit or 
| (—) loss 


Mail (paid 
First class . $842, 695, 149 $790, 287,168 | +-$52, 407 
Domestic air mz , 650, 426 153, 147, 505 $2, 497 
Foreign air m 32, 150, 708 53, 334, 677 —21, 183, 
Foreign surface mail! 38, 616, 116 65, 241, 478 26, 625, 
Second class 2 51, 371, 920 291, 758, 180 240, $86, 
Third clas 70, 526, 391 362, 439, 480 191, 913 
Fourth class ! 4584, 529, 141 638, 264, 153, 735, 
Paid mail-handling activities , 539, 911 2, 354, 473, 071 — 615, 034, 1: 


Special services (paid 
Registry , 962, BS2 3, 7,31: —12, 524, 3: 
Insurance 23, 350, 825 25, 7 2, 481, 
Collect on delivery , 235, 194 29, be , B92, 69 
Special delivery 27, 848, 43 i 5 2, 663, 13 
Money order 231, 73) 05, 5 23, 967, 
Postal savings . , ¥, : ,717,! 
Paid special services , 819, 
Free service 
Franked mail 
Penalty ma Mailed by Post Office Department 
ind other Government agencies a, 616 
Registered mail 
Mailed by Post Office Department 351 
Other Government agencies a 5vl 
Free for blind 


Free service 
Unassignat 
Nonpostal 

Grand total 
Deduct nonpostal reimbursements and money-order 
1d justi 
Total postal operations 


1 Includ per 
? Includes free yunty 
§ Bulk-mailing fees included 


NEW MANAGEMENT 


Postmaster General SuMMERFIELD. One of the first and deepest 
impressions that the new management has of the Postal Establishment 
is of its size and the complexity of its operation. 

Most people realize something of its size, but it is truly staggering 
to find a Government department which is in effect one of the world’s 
largest businesses. 

Its revenues are approaching $2% billion. It employs over one-half 
million persons. It uses nearly 30,000 Government-owned or rented 
vehicles, and manages over 24,000 buildings and leased quarters. It 
operates more than 41,000 offices. On its 32,000 rural routes its car- 
riers travel 1% million miles daily. During 1953 it is estimated it 
will transport and deliver more than 50 billion pieces of mail, and 
handle more than 900 million special transactions. It pays hundreds 
of millions of dollars each year for rail, ship, airline, and truck trans- 
portation, and runs the world’s largest savings system with deposits 
of over $2% billion. It delivers mail every day to every section of this 
great country and its possessions. 

To provide such a postal service, there must be—and there are— 
basic strengths in the Postal Establishment, strengths which we hope 
to foster and on which we plan to build. 











TREASURY AND POST OFFICE APPROPRIATIONS, 1954 
TRADITION OF SERVICE 


One of the fine things about the Postal Establishment is its tradition 
of service. The mail must be delivered, and it is. 

The Postal Establishment is made up of as loyal a group of men 
and women as you will find in any Government operation or in any 
private business—men and women who are dedicated to these tradi- 
tions, who are proud of the past, and who are looking forward to giv- 
ing even better service in the future. 

We have seen concrete evidence on all sides that we could count on 
the full and intelligent cooperation of the overwhelming majority of 
postal employees. We have also received, during these early days in 
office, the fullest cooperation of the leaders of the great employee 
organizations. 

It is true also that, due to the recommendations of Congress, of the 
Hoover Commission, of employees and their organizations, and of 
management personnel throughout the service, significant strides 
have been taken. 

The fundamental strengths inherent in the Postal Establishment 
and the beginning of management improvements are heartening. 

Our task is to strengthen the Postal Establishment and improve its 
services. To do this, we must face realistically some of the major 
problems that presently exist. To date we have only scratched the 
surface. 

\PPRAISAL OF ORGANIZATIONAL OPERATION 


Appraisal of the organization and operation of the Postal Establish- 
ment, acquired during an association of 3 months, must start with the 
headquarters in Washington. Although much work has been done, it is 
not possible to become thoroughly familiar with the vast field service in 
so short a time. This limitation is diminished, however, by the extent 
to which the headquarters organization in Washington dominates 
activities in the field. The strengths and weaknesses of the head- 
quarters in Washington are inevitably reflected throughout the entire 
postal service. Business experience has taught us to start at the top 
where management policies are formulated. 

A major impression gained at headquarters is of a management 
group required to preoccupy itself with a mass of routine reports, 
memoranda, correspondence, routine field personnel actions, minor 
leases, and similar paper, which moves like a glacier from one level to 
another. The vital and timely facts, comparative cost statements, 
and analytical reports, needed to give management the information 
it must have to manage, exist in part but are not summarized and 
pointed up as management controls. 

Requests for permission to take positive and constructive action in 
the field. even on minor matters, are often subject to elaborate scrutiny 
at headquarters. All too frequently the answer to such a request is in 
the negative, and nothing is accomplished to improve service or 
working conditions or to reduce ultimate costs. 

Lack of incentive and unattractive salary rates in certain categories 
make difficult the recruitment of personnel trained in the techniques 
of modern management. There are only a handful of accountants or 
industrial engineers of the caliber needed. Professionally qualified 
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individuals in the field of personnel administration are not now 
employed. Able staff assistants are all too few. 

There are more specific deficiencies which further emphasize. the 
need for immediate action. We would like to call your atteation to 
the following: 

SEMI-INDEPENDENT BUREAUS 


The Department is made up of a group of semi-independent bureaus 
which are a peculiar mixture of line management and staff functions. 
Each has its own budget allotments, budget administration, personnel 
administration, policies and traditions which reflect little regard for 
the needs of the whole or for the possibility of duplication by other 
bureaus. Such independence is reflected m field operations where 
each “service” is jealous of its prerogatives and tends to operate 
independently at the end of a strong tie-line to its own bureau or 
office in Washington. For example, lack of coordination between 
post offices and the postal transportation service has an adverse effect 
on the quality of mail service and the cost of providing it. 


UNIFORMITY OF ORGANIZATIONAL STRUCTURES 


In spite of the independence of and dissimilarity between bureau 
operations, their departmental organization structures show a striking 
resemblance. A standardized pattern has been applied, regardless of 
need, function, or size. Each of the 4 major bureaus, which range in 
size from 450,000 to 300 people, has an executive director, 2 assistant 
executive directors, and from 6 to 8 directors, each with 1 or more 
assistant directors, superintendents, and section chiefs. It is highly 
unlikely that bureaus of such dissimilar size and functions require 
such similar management structure. 

Delegation of managerial authority to the field is limited to those 
activities in which the need for prompt local decision is so overwhelm- 
ing that service would break down without it. In most instances, post- 
office operations are encased in a straightjacket of inflexible rules and 
regulations dictated by Washington with little regard for varying 
conditions and needs found in local communities. The smallest 
decisions, particularly in regard to use of fund allotments, can be 
accomplished only after lengthy correspondence which follows the 
tortuous path up and down the chain of supervision in Washington. 
To attempt any shortcuts is to risk personal financial liability or worse. 


ACCOUNTING AND COST CONTROL REPORTS 


With the recovery of its accounting functions in 1950, through 
Public Law 712 (81st Cong.), the Post Office Department immediately 
started to organize on a regional basis its methods of accounting for 
revenues and expenditures and the administrative auditing of post- 
masters’ accounts, Twelve regional accounting offices were estab- 
lished in 1951. At the same time, the issuing and accounting for money 
orders were adapted to a punched-card system. 

Both the regional accounting installation and the change in the 
money order system were major undertakings and have occupied much 
of the time and attention of the Post Office Department’s Bureau of 
Accounts during the past 3 years. Both improvements have resulted 
in substantial savings to the Government. 
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However, the Post Office Department management is still without 
adequate accounting reports or analytical information from which to 
make prompt and sound decisions. 

The management has available on a current basis only a record of 
revenues and expenditures. The revenues are classified broadly as 
to source, but the expenditures are related only to amounts previously 
allotted from congressional appropriations. Expenditures are not 
identified with class of mail handled or service performed and are not 
directly related to volume of work. Consequently, no sound basis 
exists for interpreting current costs or comparing costs between offices 
or between periods and, thus, exercising the essential control which 
such interpretations and comparisons would afford. 


COST ASCERTAINMENT SYSTEM 


From the cost-ascertainment system, allocations of expense by class 
of mail or service are obtained on a sampling basis four times a vear 
and the results compiled for the fiseal vear. However. by the time 
this compilation is available it is history and is useless for control of 
current operations. 

Few practical work standards have been developed and there is 
consequently no accurate measurement which can be applied to 
determine how efficiently any large postal unit is being operated. 

ae ‘re are no apparent departmentwide e ae relations policies 

r programs beyond those prescribed by the Civil Service Commission 

Lack of space and poor working conditions hamper the movement 
of mail and have lowered employee morale. 


PERSONNEL ADMINISTRATION 


Personnel administration is largely limited to routine recordkeeping 
which is not uniform or accurate, and receives completely inadequate 
direction or coordination from Washington. 

In this connection we have found that the system of reporting 
numbers of emplovees is so inadequate that we do not know how 
many employees we have on our rolls or at work on any given date 

Action taken on disciplinary cases may vary widely for the same 
offense committed at different places or in different services. 

Training activities are barely discernible and wholly inadequate for 
an organization using vast numbers of employees. Lack of super- 
visory training, in particular, is crippling the postal service where the 
effectiveness of workers is directly related to the caliber of their 
supervisors. It is no reflection on the rank and file if supervision is 
poorly equipped to manage. 

A most serious prob lem is the absence of defined supervisory 
standards, and the extent to which political or personal considerations 
influence appointments and promotions. 


RELATIONS WITH THE PUBLIC 


Maintenance of good relations with the public has been woefully 
neglected. No consistent program has been followed whereby the 
people have been given full information on policies and procedures of 
the Post Office Department. 
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Policy changes and operating improvements have been jeopardized 
or have failed because they have not been properly explained to the 
affected major users of. mail. 

Liaison with Congress and the various regulatory agencies controll- 
ing postal policies has also been most inadequate. 


METHODS AND EQUIPMENT RESEARCH 


Methods and equipment research and development, for which 
funds were provided by Congress, have not been properly directed by 
management and carried on as part of a broad program of improve- 
ment. The newly created industrial engineering staff has not been 
recognized or adequately used by the bureaus and has consequently 
devoted too much time to many small and unrelated projects. 

Improved methods and equipment developed in one locetion 
are unknown or untried elsewhere. For example, the cost and service 
advantages of sorting incoming mail to streets by use of an alphabetical 
system are claimed by its adherents to be very great, but extension 
of this system is still under investigation after several years of trial 
and actual use in a few offices. 

The cost advantages foreseen when a new money order system was 
inaugurated several years ago have not been fully realized because 
1 or 2 final problems have not been given priority attention, but are 
still being studied. 

Cost and service advantages which might be gained by repairing 
mail sacks in several regional locations have not been fully exploited. 
The great bulk ofsdefective sacks are still shipped to Washington for 
repair. 

Handling, filing, and storing unnecessary records and forms have 
become a major factor. Control of the issuance of forms, bulletins, 
and manuals and of the ultimate storage and destruction of old 
records must be undertaken before we are overwhelmed by this 
problem. 

TRANSPORTATION 


Overall planning for the most appropriate and economic use of all 
available methods of transportation has been lacking. In general, 
the Department has not kept up with the far-reaching changes in 
transportation which have taken place and are continuing to take 
place. 

There has been a strong tendency toward unimaginative use of the 
same methods year after year when lower costs and better service 
might be available through new methods. 

The Post Office Department does not buy air transportation in the 
usual sense. It has no right to negotiate with air carriers as it does 
with other suppliers of transportation, but must pay the rates set by 
the Civil Aeronautics Board. 


FACILITIES PLANNING 


There has been no planning for new postal facilities on a national 
basis. Land and facilities are being acquired in a hodgepodge fashion, 
often dictated by forces outside the Department, and frequently 
without proper regard for pressing needs and future growth. 
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RESEARCH ON POSTAL RATES 


A staff to provide postal management and Congress with research 
data on rates charged to users of the mails has not been established 
in the Department despite the fact that funds for such a group were 
authorized by Congress 2 years ago. 

Serious irregularities in some major post offices give evidence of 
the increasing inadequacy of managerial control and further threaten 
the morale of postal employees. “These irregularities also have an 
adverse effect on the confidence of the publc. It has become a 
popular pastime over the country to exaggerate service lapses and 
ridicule the Postal Establishment. 

So much for some of the depressing and negative aspects of the 
Post Office Department. We would like to comment now on the more 
hopeful side. 

NEW POST OFFICE OFFICIALS 


The most important factor in the success of any large enterprise is 
the quality and capacity of its management. There is no substitute 
for executive ability—it is the most priceless asset that an organization 
possesses. Men of outstanding capacity in major positions are 
needed not only for their managerial ability, but also for their effect 
on morale, since every major policy decision has an effect, good or 
bad, on the people who make up the organization. 

We believe that these facts are just as true in government as they 
are in private business. 

It is a sobering experience to be faced with the responsibility and 
the opportunity of replacing almost overnight the top management 
personnel of one of the largest enterprises in the world, but it is an 
opportunity that we welcomed because we knew that much of the 
success of postal operations would depend upon the men who were 
selected to run them. 

Our first step was to develop detailed specifications for each major 
executive job at headquarters in Washington, without regard to 
personalities or the usual political considerations. We then set about 
to find the men who most fully meet the specifications—men who 
believe Government service to be a privilege—men willing to make 
the necessary sacrifices to meet this challenge. 

| am proud to say that we have been able to put together a team of 
tested executives in the top positions who are fully qualified to carry 
out a program for improving the organization, operation, and morale 
of the postal establishment. 


INTRODUCTION OF OFFICIALS 


These men are here today and I would like to introduce them to 
you and to outline their qualifications and responsibilities. 

Mr. Charles R. Hook, Jr., the new Deputy Postmaster General, 
was until recently, as you no doubt know, a vice president of the 
Chesapeake & Ohio Railway. Mr. Hook is nationally recognized as 
an authority on management and personnel practices and his many 
abilities in these fields will be used in the overall direction of the 
Post Office Department. 

Mr. Norman R. Abrams, Assistant Postmaster General, Bureau of 
Post Office Operations, resigned as a director and vice president in 
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charge of operations of Congoleum-Nairn, Inc., to accept his present 
responsibilities. Mr. Abrams is generally considered one of America’s 
ablest executives in plant management and labor negotiations. 

Mr. John C. Allen, Assistant Postmaster General, Bureau of Trans- 
portation, was most recently general traffic manager of Sears, Roebuck 
& Co. In this capacity he was responsible for the buying of all trans- 
portation for this farflung business, as well as the direct operation of 
two of its subsidiary companies. 

Mr. Albert J. Robertson, Assistant Postmaster General, Bureau of 
Finance, brings to his new responsibilities years of outstanding experi- 
ence in banking and leadership in community affairs. He was most 
recently senior vice president of the lowa-Des Moines National Bank 
and a director of several other Iowa banks. 

Mr. Ormonde A. Kieb, Assistant Postmaster General, Bureau of 
Facilities, is a real-estate expert who has been a consultant on mort- 
gage brokerage, industrial properties, appraisals, chainstore leasing 
and management problems. Mr. Kieb was president and treasurer 
of the Kieb Co. of Newark, N. J., specializing in industrial and invest- 
ment real estate. 

Mr. Ben H. Guill, Executive Assistant to the Postmaster General, 
is a veteran of the 81st Congress, and a successful businessman from 
Texas. He is directly responsible for liaison between the Post Office 
Department and Congress and other Government agencies and 
bureaus. 

Mr. David H. Stephens, Chief Post Office Inspector, a highly 
respected veteran of 30 years’ experience in the postal service, was 
formerly in charge of the Philadelphia division of the inspection 
service. He won the Legion of Merit for service as theater postal 
officer for the Pacific area in World War II. 

Mr. Ross Rizley, the Department’s Solicitor and chief legal officer, 
served as a member from Oklahoma in the 77th, 78th, 79th, and 80th 
Congresses. He has been actively employed in the practice of law 
since 1915, and recently resigned from the law firm of Rizley, Tryon 
& Sweet. 

Mr. L. Rohe Walter, special assistant to the Postmaster General. 
An experienced authority in public relations, Mr. Walter is widely 
known for many professional accomplishments. The program of 
public information so essential to the efficient operation of the Post 
Office Department is under his direction. 

The assembling of the top level of our team took more time than it 
might have taken if our standards had not been so high. The first 
member was sworn in on January 29 and the most recent one just a 
few days ago. 


REORGANIZATION OF DEPARTMENT 


We have been conscious of the magnitude of the task facing each of 
these men and have been anxious to use every reasonable means to 
support and augment their efforts. To this end, we have secured the 
temporary assistance of specialized talent to guide and accelerate 
action in the more difficult or critical phases of the work at hand. 

The firm of Robert Heller & Associates, Inc., of Cleveland, Ohio, 
has been retained to provide immediate and effective help in the 
reorganization of the Post Office Department. 
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This group of management consultants served as the Post Office 
Department task force of the Hoover Commission. They made the 
surveys and recommendations at that time that currently serve as 
practical guideposts for the reorganization program now actually 
under way. 

The Heller staff, equipped with broad clinical experience in business, 
has both the capacity and the time to help us put into actual operation 
the ideas on which many past and recent surveys have agreed. We 
are now acting, not surveying. Their assistance and counsel are 
invaluable. Their group has ‘been augmented by five experienced 
post-office inspectors, especially assigned for an indefinite period. 

We have also been fortunate to have the temporary assistance of 
Mr. Heber Tullis, vice president, finance, Armco Steel Corp., and Mr 
Samuel L. H. Burk, director of industrial relations, Pittsburgh Plate 
Glass Co. These men are providing valuable advice and assistance 
in the fields in which they have bad broad experience in industry 
without cost to the Post Office Department. Other highly qualified 
men from industry have been and will be used in a consulting capacity. 
We have also received most generous offers of assistance from such 
Government agencies as the Civil Service Commission, the Bureau of 
the Budget, and the General Accounting Office. We are most grate- 
ful for their cooperative attitude and general assistance and our prog- 
ress should be more rapid as a result. 

Finally, we are recommending new appointments to the Advisory 
Board of the Post Office Department as a means of securing continuing 
advice and guidance from representatives of our major users, suppliers, 
and the public. In recommending persons for this ‘Mivieors Board, 
we are using the same care and applvi ing the same high standards used 
in selecting our management team. 

Not only is it necessary to secure men of outstanding ability for the 
major positions, but there must also be developed an organization 
structure which makes it possible for them to function effectively and 
to tap the ideas and secure the cooperation of the fine people of the 
postal establishment. We are hard at work developing this kind of 
an organization structure. 


ACCOMPLISHMENTS 


During the past several weeks, as we have been assembling a new 
management group, primary attention has been directed to the or- 
ganization and operation of the Post Office Department in Washing- 
ton. We were determined to get ouf own house in order here at 
headquarters before undertaking work in the field. 

Each bureau and office was examined in detail. Its organization, 
functions, and personnel complement were scrutinized and charted 
with the objectives of more effective grouping of functions; consolida- 
tion, decentralization, or discontinuance of activities; elimination of 
duplicating or overlapping functions; elimination of excessive super- 
vision or other personnel; establishment of new activities where re- 
quired: and effecting policy changes or requesting new legislation to 
bring about improved service and reduced costs. Concurrent with 
this work, the report of the Post Office Department Task Force of the 
Hoover Commission was analyzed and a report was prepared which 
indicated the steps which have been taken to carry out the Commis- 
sion’s recommendations. 
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As a result of work so far completed and recommendations made by 
each bureau or office head, individual programs are now being pre- 
sented for review and approval. These programs contain proposals 
for organization changes, personnel reductions, policy revisions, and 
legislative action required to correct the deficiencies in ‘each area of 
responsibility. In the aggregate they will become the program for 
the Post Office Department as a whole and the blueprint for our 
immediate and subsequent actions. We expect them to establish a 
pattern for correcting many of the deficiencies of the postal service 
which stem from headquarters. We are confident that we can de- 
crease the cost of operation of the Department and set the tone for 
overhauling the vastly larger organization in the field. 


PROGRAM 


Our first order of business is immediate action on the individual 
programs being submitted by each bureau or office head, This action 
will take three principal forms. 

First, organization changes will be made which will simplify and 
tighten our top structure by eliminating duplication, overlapping, and 
excessive layers of supervision 

Second, changes will be made wherever we find that regulations or 
traditions, which are under our control, have hampered progressive 
action. 

Finally, as a result of both organization and policy changes, per- 
sonnel reductions will be made. A substantial number of reductions 
will be made as quickly as the necessary personnel actions can be 
taken. Additional reductions will be made as functions are combined 
rr eliminated and needless supervision removed. 

Meanwhile, plans are being drawn for a broader program of action, 
largely aimed at changing the trend of thinking with respect to postal 
operations in the field. Resignation to ineffective management and 
increasing deficits will be replaced by an attitude that recognizes our 
shortcom ings and attacks them with common sense and vigor. Let us 
outline briefly some of the aims which characterize our program. 


DECENTRALIZATION OF MANAGEMENT 


The need for more delegation of authority over postal operations to 
field managers located closer to those operations has been a recurring 
theme in many objective examinations of the postal service. 

Management of postal transportation and the inspection service has 
been decentralized for many years. Field accounting activities were 
organized on a regional basis after they were taken over from the 
General Accounting Office in 1950. Certain supply and raintenance 
functions have been decentralized for better service and control of 
stocks. While these moves have all been admirable, they still leave 
in Washington too much of the detailed control over budgets and 
operating practices of thousands of post offices. 

Decentralization, or regionalization, of management control over 
post offices, now largely centralized in the Bureau of Post Office 
Operations, has been repeatedly advocated as the only sound solution 
to the delays and inaction which characterize our headquarters 
management. 
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Many fears have been expressed in the past that decentralization 
of management in this Bureau would add unwarranted expense, 
endanger the Department through improper judgment exercised by 
regional managers, and finally result in loss of control over postal 
operations by the management at Washington 

We are convinced that if decentralization is intelligently planned, 
ably staffed, and carried out without undue haste, these fears weuld 
be proved groundless. 

lt is our intention to seek support for creating and staffing, in the 
immediate future, a single regional organization on an experimental 
basis 

We propose to establish the policies and limits of authority under 
which such a region would operate. 


CHANGES IN BUDGET STRUCTURE 


Decentralization should provide headquarters in Washingt 
with more intimate knowledge of field developments, since manage- 
ment will be moved closer to actual operations. More and better 
data from the field should also be available to Congress 

We recognize that such a sweeping change in concept must be fol- 
lowed by equally important changes in budget structure and the allot 
ment of funds. During the initial period of reorganization, additional 
costs will be incurred in the area of managerial and administrative 
budgets. We have a firm conviction that savings realized by reducing 
the activities of the Bureaus in Washington and economies effected 
by more intimate contacts between postal management and postal 
operations in the field will ultimately offset such additional costs 
many times 

We must, however, ask for more authority to transfer funds from 
appropriations where needs will be reduced to areas where new manage- 
ment and control activities must be established. This point will 
reviewed in more detail later in this presentation. 


CONSOLIDATION OF OFFICES AND ROUTES 


Considerable emphasis will be placed upon improving service to 
patrons at less cost through consolidation of outmoded post offices and 
routes. In most cases these consolidations can be accomplished with- 
out loss of community or postal identification by the affected muncipal- 
ities. Such a program is a natural result of placing management 
closer to the operating scene. 

Senator Mayspank. Mr. Postmaster General, may | say amen to 
that. 

Postmaster General SummeRFIELD. Thank you, sir. It is proving 
very satisfactory in all places where it has been placed in effect 

When we institute these changes we immediately assign some men 
in the area to follow up in the area, and see whether the service has 
been improved and is generally satisfactory to the patrons of the Post 
Office Department. ‘To date it has proved very satisfactory. 1 might 
say the savings are enormous 

We believe that careful planning and explanation of proposed con- 
solidations will overcome to a large extent the natural apprehension of 
patrons and employees. 
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We have just had a splendid example of this in Wilkes County, N.C 
Plans were announced some months ago to close a number of uneco- 
nomic fourth-class post offices not rendering adequate service to the 
citizens of that county and to inaugurate rural] delivery service. The 
people of Wilkes County were understandably alarmed and annoyed 
because they were uninformed as to the advantages they would derive 
from the change. But when a delegation of 60 of their citizens came 
to Washington to protest, and it was explained to them that they 
would no longer have to travel long distances for their mail and, in 
addition, there would be a net annual saving to the taxpavers of over 
$25,000, the majority became supporters of the plan. They took 
pride, in fact, in being the first to participate in what we intend to be 
a nationwide program with very substantial potential savings. 

Other consolidations are possible in some metropolitan areas where 
post offices are operated with imsufficient regard for their interde- 
pendence and common problems. There are also advantages in 
consolidating routes to distribute evenly the workload on employees 
and facilities and to give better service. In certain instances, the 
correction of these costly inequities will require relief from restrictive 
laws. At the proper time we will bring before Congress requests for 
the necessary relief 


DEVELOPMENT OF PERSONNEL POLICIES AND PRACTICES 


Seventy-two percent of all post office expenditures are for wages 
and salaries. 

Any program for major improvement in the postal establishment 
must mclude near the top of the list a svstematic plan for strengthening 
the morale and improving the efficiency of personnel. 

\t present, personnel functions are carried on piecemeal and with 
little coordination among the several operating bureaus. 

One of the first steps to be taken in the proposed reorganization of 
the Post Office Department will be the organization and staffing of a 
Central Personnel Bureau for the entire Post Office Department which 
will develop a modern and forward-looking personnel program. 

Some of the major needs which we hope to supply in the field of 
personnel administration are: 

1. Fair and equitable wage and salary administration for all 
branches of the service. 

2. Fair and impartially administered standards with respect to such 
personnel areas as selection and promotion. 

3. A sound training program, particularly supervisory training. 

Such a personnel program can build on the real desire of the em- 
plovees of the postal establishment to give better service to their em- 
ployer, the American public. We are confident that with appropriate 
legislation we can develop this program in cooperation with the leaders 
of the emplovee organizations. 

As one of the largest employers of civilian personnel in the Govern- 
ment, the postal establishment should be a leader in modern personnel 
administration, and should be able, by virtue of its personnel policies 
and practices, to attract high-quality employees and to reward ade- 
quately ability and performance. 
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REVISION OF BUDGETING PRACTICES 


Reference has been made to the necessity of revising the Depart- 
ment’s budget structure to conform with proposed changes in manage- 
ment structure and practices. Consideration is being given to greater 
consolidation of postal budget administration which is now divided 
among the several bureaus and offices. In developing such a plan we 
have been assured of the advice and assistance of the Bureau of the 


Budget. 


MODERNIZATION OF POSTAL ACCOUNTING 


Since Congress returned accounting responsibilities to the Post 
Office Department’s Bureau of Accounts, the latter has been con- 
fronted with the task of completely reorganizing such work on a 
regional basis. Consequently, the Bureau of Accounts has had, until 
now, little opportunity to assume a strong position in the Depart- 
ment’s management team. 

However, a policy of decentralization of management places a 
premium on accurate and time ly accounting statements and operating 
control reports. The regional accounting setup provides a means fo1 
the fast accumulation of these statements and reports when they can 
be designed. 

Without such statements and reports, management cannot operate 
effectively at any level. Our program will ine Jude plans for moderni- 
zation of the controllership functions. In this respect we shall work 
closely with General Accounting Office. 


DEVELOPMENT OF ADEQUATE CONTROL OF COSTS 


Closely related to budgeting and accounting is the vital function of 
cost control. The most conscientious preparation of budgets, and 
the most timely and accurate tabulation of operating results, will not 
stop waste of money unless management immediately responsible for 
spending the money has some means of controlling costs. Because of 
an unusually high percentage of total postal expenses represented by 
salaries and wages, a most urgent need of management at all levels is a 
practical me ‘thod of controlling man-hours by relating them to 
measurements of workloads. 

Solution of this fundamental problem will require extensive indus- 
trial engineering research and a continuing effort over a long period 


ACCELERATION OF RESEARCH ON METHODS AND EQUIPMENT 


At the same time that cost-control methods are being developed, 
there also will be intensified research and development of work- 
simplification and labor-saving equipment. Congress has recognized 
the potential benefits of such a program in the past and some funds 
have been provided. These funds have been expended without a 
well-developed plan or constructive accomplishment. It is our inten- 
tion to revitalize the work in accordance with a definite plan. 


IMPROVEMENTS IN TRANSPORTATION POLICIES 


Transportation of mail must keep pace with the basic changes 
occurring in our national transportation structure. We propose to 
utilize all available means of transportation, believing that all are 
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important to our national economy—endeavoring at all times to find 
the medium for each movement which is best qualified to improve 
service and reduce costs. 

We propose to submit to Congress recommendations for legislation 
which will permit the Post Office Department to negotiate the purchase 
of air transportation. 

We further propose to train our transportation field officials in the 
most effective utilization of all available forms of transportation. 


FACILITIES PLANNING AND UTILIZATION 


We have already started a program of long-range planning for the 
replacement or addition of facilities based on the priority of the needs 
of the postal service. We are including in this program the develop- 
ment of standard interior designs for varying sizes and types of build- 
ings which will provide for the most efficient use of space. 

Attention is now being given to practices followed in negotiating 
for leased postal quarters. We believe that these practices can be 
greatly improved with resulting decrease in rental costs and better 
relations with the public and with Members of Congress. 

Operating practices in our mail equipment shops and in the utiliza- 
tion and maintenance of vehicles are now under review. Evidence 
to date points to opportunities for substantial savings through better 
planning and production methods, and the elimination of uneconomic 
and unnecessary practices. 

Where enabling legislation may be required, we will come to Con- 
gress with full support for our proposals. 


ESTABLISHMENT OF A DIVISION OF RATES 


It is not my intention in this statement to comment extensively 
on postal rates. Funds have been appropriated by your committee 
for a Division of Rates, but such a division has never been established. 
We intend to take steps to provide for this activity and to make full 
use of it in developing and presenting rate recommendations for the 
guidance of Congress and other bodies empowered to pass on such 
matters. 


IMPROVEMENT OF RELATIONS WITH THE PUBLIC 


The need for good relations with patrons and suppliers should not 
be controversial in any service organization. It is inconceivable that 
any reasonable and proper means would be overlooked in placing 
before the public the Post Office Department’s position in any matter 
where public understanding and support is needed. We have been 
securing publicity in newspapers and magazines and over radio and 
television stations, at no cost to the Government, to tell the story 
of the Department’s problems and plans. We intend to continue 
doing so and shall be able to do it with better effect as our service to 
the public is improved. 

There has been an increasing undercurrent of criticism of postal 
service in recent years. Some of it is justifiable and will be taken to 
heart. Some of it stems from misunderstanding and the inability of 
the Department in the past to get the true facts to the people and 


res 
ace 


full 


pos 

res’ 

on 
r 


org 
pre 
ne’ 
be 
wh 


eff 
Wi 


po 
an 
op 
to 


re 
m 


nh mo tO he Oe Oe Oe 


~ 


TREASURY AND POST OFFICE APPROPRIATIONS, 1954 307 


restore the good will which was once so abundant. Much can be 
accomplished to reverse this destructive trend by giving the people 
full information as to the reasons for new policies put into effect. 

Much can also be accornplished by improving the morale of all 
postal employees and training supervisory personnel sufficiently to 
restore in their subordinates pride in the postal service which was 
once such a force for widespread approval. 

These are the keynotes of our program for improvement of the 
organization and operation of the Postal Establishment. They are 
presented today as objectives. In the brief period during which our 
new staff was being assembled, all the details of our program have not 
been completed, even though positive action is already being taken 
wherever possible. 

Many of our objectives can and will be attained through our own 
efforts. Some will require the concurrence and support of Congress. 
We wish to comment briefly on them now. 


SUBSIDIES AND FREE SERVICES 


The postal service was originally established for the primary pur- 
pose of carrying the mails. Down through the years other functions 
and duties have been imposed upon it to the extent that its financial 
operations have been distorted. I refer specifically to subsidies and 
to free services afforded other Government agencies. 

The estimated subsidy that the Post Office Department will be 
required to pay to airlines during the next fiscal year will exceed $79 
million. We propose to support legislation which will authorize the 
Civil Aeronautics Board to pay this subsidy directly to the airlines 
and remove it from the postal budget. 
pe Another item forming a substantial part of the postal deficit is the 
cost of free mailing services for other Government agencies. During 
the past fiscal year the amount of such costs which was absorbed by 
the Post Office Department exceeded $34 million. <A study is being 
made to develop a simple method whereby the Post Office Department 
will be reimbursed by other Government agencies for the cost of this 
service. 

It is our conviction that placing responsibility for the cost of this 
service in the hands of those who use it will be a potent incentive for 
curtailing such costs. 


LIMITATION OF FUNDS FOR RESEARCH 


As previously emphasized, the budget structure which originated 
with our predecessors did not include adequate plans for moderniza- 
tion or improvement of postal management. The appropriation lan- 
guage as originally submitted restricted the amount that could be 
expended for projects of this nature. This obviously limited the 
savings that could be realized from a vigorous program such as we 
have embarked upon. A permanent foundation for economical opera- 
tions of the postal service cannot be built on a timid program of 
research and management improvement. It is an important element 
of ultimate economy that capital expenditures be made and that 
savings from improvements be recouped in order to reduce operating 
costs. Therefore, we are requesting the removal of these restrictions. 
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rEMPORARY INCREASES IN RATES 


An important aspect of the postal deficit is that of postage rates. 

A thorough study of this prob lem will be made to formulate definite 
shh tions to Congress. Any requests for increases in rates 
a be for a temporary period of at most 2 years. Within that time 

e should have a better basis on which to e rvaluate the sufficiency and 
emesis of these temporary rates. 

We have revised a request previously submitted to the Interstate 
Commerce Commission for increases in parcel post rates which should 
increase revenues by approximately $1606 millions. If rates charged 
for the other three classes of mail had been increased since 1940 in 
proportion to the increase in the index of consumer prices, postal 
operations would be returning a substantial surplus instead of 1 
deficit 

NEED FOR FLEXIBILITY IN APPROPRIATIONS 


Another obstacle found in the path of good management is the 
rigid barriers between appropriations. The general management 
staff of the postal service is paid from one appropriation while the vast 
functions it manages are paid from another. This produces a para- 
doxical situation whereby savings which may be realized in the field 
by improvements in general management cannot be used to defray 
the cost of such improvements because they are in separate appro- 
priations The alinement of the multitudinous functions of the 
postal service is also too rigidly fixed by the appropriation pattern. 

It is of the utmost importance that these impediments to good 
organization and operation be removed in order to provide the neces- 
sary flexibility in the management of the service. Our staff was 
selected for the express purpose of doing the best job possible, but in 
order to do so we must have reasonable management flexibility which 
will permit maximum realization from our plans. 


SUMMARY AND CONCLUSIONS 


The program of the Post Office Department, presented to you in 
detail today, we believe to be in accord with President Eisenhower’s 
objective of balancing the budget and reducing taxes. 

We have explained the unique characteristics of the postal budget. 

We have presented the good and bad aspects of the huge postal 
establishment 

We have outlined the abilities and responsibilities of our new man- 
agement team 

We have listed our accomplishments to date in improving the 
postal service 

We have enumerated our major problems and our plans for their 
solution. 

We have recommended congressional action on subsidies and free 
services, temporary increases in rates and flexibility in appropriations. 

In concluding, let me emphasize that while we are requesting au- 
thority to spe nd $2,834,700,000, it is not our intention to spend this 
amount unless it is absolutely essential. It will never be our policy 
to spend funds merely because we have the authority to obligate 
appropriations 
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Let me assure you, too, that the present leadership of the Post Office 
Department has no intention of abdicating its responsibility. Instead, 
we would welcome more of it and we will use that responsibility wisely 
if Congress gives it to us. 

We know it is imperative that a better working relationship be 
established between Congress and the Post Office Department. We 
need it. We will make that relationship highly effective and co 
operative. 

We know that the program outlined today, supported by Congress, 
will give the American people the kind of postal service they desire. 
We know this goal cannot be reached overnight. This realization in 
no way dampens our intention to proceed as rapidly as humanly 
possible in its attainment. 

We have shown you the way we intend to travel. We know that 
you will agree that the Post Office De ‘partment should not continue 
its existence as an expensive service operation, subsidized by the taxes 
of the people, but should be developed along efficient lines into a 
business-and-service operation that will be as nearly financially self- 
sustaining as practicable. 

Senator Maybank. I want to commend the Postmaster General for 
his frank, able, amd efficient statement. I want to say that from 
what I understand—and I have never called the Postmaster General 
on the phone or talked to him since he has been here—but I have 
heard the rumblings from the rural areas, and what is being done is 
for the best interests of the country. 

I want to say I am so happy that we have a practical man as 
Postmaster General. Of course, the Postmaster General knows | 
would rather have a Democrat. I speak brutally frank. I do want 
to commend him on 1 or 2 things, particularly subsidies, because that 
has been a thorn in the side of all the Postmasters General before 
you. You got a bill as to what you had to pay the airlines, and you 
never were consulted. 

I want to say only this about the two mails a day. I have heard 
a great deal about that in the cities. How many mails a day do the 
farmers get? 

Postmaster General SUMMERFIELD. One. 


FEDERAL POST OFFICE BUILDINGS 


Senator Maynank. There is one other thought I wanted to bring 
out because the distinguished chairman of the Independent Offices 
Subcommittee is here. He is doing a grand job. We have been 
concerned about the Post Office expenditures in the Independent 
Offices appropriations. I am sorry Senator Dirksen had to leave, 
but I believe he would agree that this thing ought to be consolidated 

How many improvements do we have for post. offices in the inde- 
pendent offices bill? 

Senator SALTONSTALL. I could not say. 

Senator MayBank. It is a large number, running into millions of 
dollars. I hope it will be consolidated under the Post Office and the 
Postmaster General, so we will-not have all these items under the 
Independent Offices appropriation. It is wrong to have a post office 
budget in the independent offices bill. If you could consolidate all 
these, it would help. We settled on one Post Office item last evening 
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in the Independent Offices Committee. So I hope you can get your 
legislation through to put it under one group, and the Post Office 
Department run the post offices, and not have it in the independent 
offices bill. 

I want to thank you, Mr. Chairman, for letting me say this before 
I go back to the Senate floor. 

Postmaster General SumMeErRFrIeELD. Thank you. 

Senator Mayank. I appreciate what you are trying to do. I 
have never had the opportunity to talk these matters over with you, 
Mr. Postmaster, but, have heard of what you are doing from the 
backwoods. 

Postmaster General SumMeRFIeLp. That is right, sir, and thank 
you. 

ESTIMATE OF LOSSES ON MAIL 


Senator McCartuy. Mr. Summerfield, I was particularly interested 
in your table on page 10 of your statement. May I ask, is it possible 
now under your bookkeeping system to make a fairly accurate estimate 
of what you make and what you lose on the different types of mail? 

Postmaster General SuMMERFIELD. Yes. 

Senator McCartnuy. I note the first-class mail is the only mail 
showing a profit, a profit of $52 million. 

Postmaster General SumMERFIELD. That is right on our present 
basis of figuring costs. 

POSTAL CARDS 


Senator McCarruy. I wonder if any of your assistants could give 
us an answer of what effect the increase we made several years ago 
in various rates, especially in postcards, had upon this figure. 

Mr. Strom. The postal cards were increased from 1 cent to 2 cents 
each. The increased rate will add about $40 million to revenues per 
year 

Senator McCarrny. It is not ideal to have any particular class of 
mail operating at a great profit while another class is operating at a 
great loss. There should be no reason why the Post Office Department 
should not operate essentially on an even keel, neither a profit nor 
loss. I think we agree it should not be a profitmaking organization. 

Postmaster General SUMMERFIELD. Yes, sir. 

Senator Jounston. Is it not true, though, that the first class has 
preferential handling and you pay something for that. 

Postmaster General SUMMERFIELD. That is true. It is not taken 
into consideration. But the second-class mail also has preferential 
handling. 

SECOND-CLASS MAILS 


Senator Kiregore. And is not that your biggest loss item, second- 
class mail? 

Postmaster General SUMMERFIELD. That is right. 

Senator Maagnuson. You are losing $240 million in round figures 
on second-class mail. 

Postmaster General SUMMERFIELD. It is $240 million. 

Senator McCartruy. What, if anything, do you care to say about 
that, Mr. Summerfield? Do you think we should increase the rates 
on the various classes of mail, second, third, and fourth, for example, 
so that they would pay their way? 
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Postmaster General SumMMeRFIELD. I think Congress should very 
seriously favorably consider the raising of rates on the second- and 
third-class mail. Fourth-class mail is already under consideration by 
the Interstate Commerce Commission. We have asked for approxi- 
mately a 36-percent increase, which of course is a statutory provision. 
We have to do that. 

AIR MAIL 


Senator McCarruy. I have not studied these tables at any great 
length. You show, for example, the domestic airmail is operating at 
a loss of $32 million. Is that taking into consideration the subsidy 
that you are paying? In other words, is part of that $32 million 
a subsidy? 

Postmaster General SUMMERFIELD. It is part of the subsidy. 

Senator McCarruy. So, unless we eliminate the subsidy from 
these figures, we do not get a very true picture, do we? 

Postamster General SUMMERFIELD. That is right. 

Senator MaGNnuson. You mean on all of these or just the one? 

Senator McCarruy. I assume all of them. 

Senator Magnuson. May I ask a question right there? In your 
statistics on page 10— 

Senator McCarruy. Let me get this straight first; this figure of 
$613 million total total figure, does that include the $79 million subsidy 
which you pay the airlines? , 

Postmaster General SUMMERFIELD. That is right. 

Senator McCarruy. So, unless we first eliminate those subsidies 
and handle them separately, the Congress cannot have a clear picture 
of the loss at which you are operating? 

Postmaster General SUMMERFIELD. That is right. 

Senator Magnuson. I would like to get these figures straight here. 
On page 10 you have the revenue from domestic airmail in round 
figures of $120 million, and a cost of $153 million, leaving a deficit of 
$32 million. How does that coincide with the $79 million? You stated 
in roe general statement that you spent $79 nillion in that respect. 

Mr. Strom. You will note from that table there is $153 million cost 
for domestic airmail and a $53 million cost for foreign airmails. These 
two figures include the $79 million subsidy for airmail. 

Senator Maanuson. They add up to $54 million as a deficit? 

Mr. Srrom. The deficit in the two classes of airmail is about 
$53,500,000. 

Senator Magnuson. That is the present figure: $45 million rather 
than $79 million? 

Mr. Strom. No, sir. If the subsidy were eliminated from the 
expenses of the Post Office Department, there would be a profit instead 
of a loss in the two airmail categories. 

Senator MaGnuson. I see what you mean. I just want to state, 
Mr. Chairman, that we have been at this matter in the Interstate and 
Foreign Commerce Committee for 2 or 3 years, and we did pass a bill 
out last year which would do what I think you recommended: That 
when we pay a subsidy, let us pay it as a subsidy and label it as such. 
Of course, the problem you will run into is the fact that the so-called 
Big Five or Big Six air carriers are about paying in what it would cost 
you in payments, but the real subsidies come in the so-called feeder 
lines that are feeding smaller communities that have insisted upon air 
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transportation all over the country, particularly in the western areas. 
That is where the CAB, in order to keep them operating, have deter- 
mined a high rate of mail pay which amounts to the bulk of these 
subsidies. So, you will have the problem of whether to cut out that 
service to the — communities who cannot operate without a sub- 
sidv. I think it can be resolved and will surely cut it down a great 
deal. When you pay it—I think your recommendation is sound—let 
us label it “a subsidy.’ 

Postmaster GENERAL SUMMERFIELD. | cannot see how we can 
justify not labeling a subsidy ‘‘a subsidy.” 


NEGOTIATING AIR TRANSPORTATION 


Senator MaGnuson. Can you enlarge a little about what you mean 
about negotiating air transportation? 

Postmaster General SUMMERFIELD. It just seems a perfectly prac- 
tical situation wherein a great purchaser of the transportation should 
have something to do with the actual purchase of that transportation. 
lfdo not see any reason why the Post Office Department should not be 
in a position to negotiate with the airlines as to the rates we should 
be charged for the delivery of mail. It is a rather frustrating situation 
in which we find ourselves. We constantly get retroactive bills for 
airmail service over which we have had no control. 

Senator MaGnuson. Then your plan would be, if you negotiated 
with airline A for what you would think would be a reasonable amount 
to carry your mail 

Postmaster General SUMMERFIELD. Yes. 

Senator MAaGNusON (continuing). And the CAB or the Government 
decided that in the public interest the service should stay in effect, 
the difference between that and what it costs to operate it in your 
opinion should be labeled a “direct subsidy’’? 

Postmaster General SUMMERFIELD. Yes; that is right. 

Senator MaGnuson. That clears that up. There is a problem 
that they have 

Postmaster General SuMMERFIELD. That is right. There is a vast 
difference in the rates charged in addition to the subsidies; 45 cents 
per ton-mile is the lowest rate, and we have one as high as $7 per 
ton-mile. 

FURTHER DISCUSSION ON DECENTRALIZATION 


Senator SatronstTaLty. May I ask three questions of Mr. Summer- 
field? 

The first is that you spoke about decentralizing on a regional basis. 
Does that mean you go outside of State lines? For instance, in 
New England and New York what would your region be there? 

Postmaster General SummerrreLp. We have not determined 
what should make up a region. In this vast country of ours, with 
41,000 pest offices, 525,000 employees, unless we have more manage- 
ment in the areas where work is done and where events occur than 
we have had, then we cannot get the efficient kind of operation or 
followup. 

Senator SauronsraLy. I agree with that. The only question 
I had in mind is this: There is a good deal of sentimental feeling, 
if you want to call it that, and maybe a little political feeling, toward 
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keeping the State boundaries. When you run out over the State 
boundaries in forming regions, are you not going to get into a little 
difficulty ? 

Postmaster General SuMMERFIELD. I would not think so. I cannot 
see any reasonable objection. -I cannot see where that takes anything 
away from anyone. It does provide some things that are so necessary 
For instance, we were thinking about a pilot type of region in the 
Middle West. We thought we could put three States together, not 
interfering with the present setup of those post offices at all, but to 
put some persons in that area following up and making corrections 
and improvements wherever we can. And then do the same thing in 
an area adjacent to it. Then we have some comparisons in operations 
and efficiency. You see, we have no standards of comparisons today 
under the present operation. We have no yardsticks to go by. 

Senator SALTONSTALL. I do not object to that, but I do know, and 
you probably do, too, that a New Englander sort of hates to have to 
put in a New York telephone call to find out what is wrong with New 
England. 

Postmaster General SuMMERFIELD. We will probably have to take 
a lot of things into consideration in addition to the very practical 
business approach. 


CAPITAL AND INCOME ACCOUNTS 


Senator SaALTonstaLu. The second question [ have, Mr. Summer- 
field, does the Post Office Department have a capital and income 
account? In your statement you spoke about setting up capital 
improvements, and as I read it, separating them from your income 
account. That seems to me a wonderful thing if you can work it out. 
Have you any capitalized inventory of your postal buildings in this 
country? There is nothing today? 

Postmaster General SUMMERFIELD. That is right. What we meant 
is that if, for instance, we want to buy or design a piece of equipment 
to begused in a post office, which is a permanent improvement, that 
is a capital investment. That is what we are considering. 

Senator SALTONSTALL. Are you going to set that up in a capital 
account? 

Postmaster General SUMMERFIELD. We would like nothing better 
than to have a corporate type of setup, but we are taking the things 
step by step, and doing the things we can accomplish. 

Senator MaGnuson. When you start a new trend in Government 
financing, it ought to be done in every department. 

Postmaster General SUMMERFIELD. That is right. 


DEFICITS AND MAIL VOLUME 


Senator SaLTonsTaLu. I sat on this committee for a number of 
years, and it has always been my feeling that the Post Office Depart- 
ment runs a deficit, and we do not appropriate enough money. It 
has to keep on giving the service, so it comes back to us for a supple- 
ment. So our original appropriation for operations does not mean 
much if you have underestimated, we will say, the amount of mail 
that goes into that particular thing. 

Now, these figures that you submit this year, are you going to make 
any effort to allocate, we will say, month by month or quarter by 
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quarter so that theoretically you will know whether you are going to 
run a deficit very quickly or whether you are really going to try to 
run with this budget and not come back to us? 

Postmaster General SUMMERFIELD. We do not contemplate coming 
back to this body asking for more money. 

Senator SALTONsSTALL. You hope your estimates of increased ser- 
vice and expenses based on that are going to be accurate enough and 
allocated by you enough so that you are not going to come back here? 

Postmaster General SUMMERFIELD. That is right. We have cut 
right down to the very bone. We did not follow the practice which 
I guess sometimes heretofore had been followed where you put a lot of 
fat in your budget proposal. We cut right down to the bare muscle, 
and we went even beyond that in order to bring about a total of $150 
million reduction in the originally proposed budget. 


APPROPRIATIONS FOR 1953 COMPARED WITH 1954 REQUEST 


Senator Macnuson. Wait a minute. Let us not have a false 
standard here. How much did the Post Office get last year? 

Senator Jonnston. That is the original? 

Senator Macnuson. That is right. I am talking about what you 
got last year. What did the Post Office spend last year? 

Postmaster General SUMMERFIELD. $2,793,800,000. 

Senator MaGcnuson. And how much are you asking for this year, 
as a total? 

Postmaster General SUMMERFIELD. It is $2,834,700,000. 

Senator MaGnuson. So you are asking for more this vear than 
last year? 

Postmaster General SUMMERFIELD. That is right. 

Senator MaGnuson. And you are basing that increase on the fact 
that there is going to be an increase in business? 

Postmaster General SUMMERFIELD. That is right. 

Senator MaaGnuson. I do not think the two budgetary things 
mean anything. 

Postmaster General SuMMERFIELD. What is your point, Senafdr? 

Senator MaGcnuson. The point is that if you make any savings in 
the Post Office Department, it will be based on what you spent last 
year, and what you ask for this year as to the increase of business. 

t does not mean what one fellow says as to the estimate; they are 
two different estimates. They are false comparisons, I think. If 
you are making any saving, and the Post Office Department is going 
to show any saving this year, you are going to show it on the fact 
that you are taking care of the increased business with a lesser amount 
of money. 

Postmaster General SUMMERFIELD. That is right. 

Senator MaGnuson. Which you probably will do. I do not doubt 
you will do it. 

Postmaster General SUMMERFIELD. That is one reason I am here, 
to try to do it. 

Senator McCarruy. The figures are already in the record, but 
to repeat for the benefit of the committee the revised budget 
estimate for 1954 is $2,834,700,000, as compared to $2,793,821,000 
in 1953, an increase of $40 million. The printed budget for 1954 
indicated an estimate of $2,906,000,000, and when compared with the 
revised figure, there is a decrease of $72 million. 
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Is it correct, Mr. Summerfield, that you are actually asking for 
$40 million more than was spent last year, but you are asking for $72 
million less than was originally asked for in the budget? 

Postmaster General SUMMERFIELD. That is right. 

Senator Maanuson. Less than some estimate, but they are ac- 
tually going to spend more money this year than they spent last 
year. Let us not get that confused. That is what counts. It is 
not what somebody estimated, Lawton or Dodge. That is justi- 
fiable, of course, on the ground that they have an increase in business. 

Senator Dirksen. Are you speaking about the current year, or 
projected into fiscal 1954? 

Senator Macnuson. Forecasting. 

Postmaster General SUMMERFIELD. Of course, we will do an in- 
creased business. 

Senator Magnuson. I can understand why you are asking. 

Post master General Summerfield. I can understand your reason 
for pinpointing that. ‘That is correct. 


REDUCTION OF 1954 BUDGET ESTIMATE 


Senator McCarruy. In reducing the budget’s request by $72 
million, are you cutting out any of the services which had been planned 
in the higher budget estimate? 

Postmaster General SumMERFIELD. No; we are going to improve 
the service in spite of that $72 million reduction. 

Senator McCarruy. Are you satisfied that you can reduce it by 
$72 million over the so-called Truman budget, and still not cut down 
on the service? 

Postmaster General SummerFieLp. That is correct. I will say 
you have to have some flexibility of action. So in the appropriation 
language we have to have some freedom. If you give us that, I am 
sure we will be able to do what we have outlined here to you. 


SUGGESTED LEGISLATION 


Senator McCartruy. Do you plan on coming to the Congress with 
the suggested legislation? 

Postmaster General SuMMERFIELD. It is in the appropriation 
language. 


RECEIPTS AND COMPENSATION FOURTH-CLASS OFFICES 


Senator Ropertson. General, how much does the compensation of 
fourth-class post offices exceed the total receipts of those offices? 

Postmaster General SumMpRFIELD. Fourth class. 1 would say it 
is approximately $14 million receipts with about $35 million expense. 

Senator Ropertson. $14 million receipts and $35 million salaries 
and rentals and what not? 


DISCONTINUANCE OF FOURTH-CLASS OFFICES 


Senator Rosertson. Does your plan to save money contemplate 
closing some of those fourth-class offices where the expense is much 
greater than receipts? 

Postmaster General SumMMeERFIELD. That is correct, like the Wilkes 
County’s consolidation program, which will save between $25,000 
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and $30,000 a vear in 1 county. I do not anticipate we can do that 
in every county in the country, but there is no doubt we can do it in 
many counties throughout the country. 


RURAL ROUTES 


Senator Rosertrson. Do you also plan some economies by elimi- 
nating the number of rural carriers and measurably increasing the 
length of their routes? 

Postmaster General SumMmerrieLp. The consolidation of those 
routes and the expansion of them is contemplated. You see many 
of the rural routes have been unchanged in many, many years. You 
know how far you formerly were able to go in a horse and buggy 
Today when you compare it with the number of miles you travel 
effectively in an automobile, it is quite different. 

Senator Roperrson. I do not think you will find any horse and 
buggy anywhere in the United States today. 

Senator McCarruy. I think you will find some of the routes the 
same length as they were when they were traveled by horse and buggy, 
Senator. 

Senator Roperrson. I doubt that seriously. I do not think you 
have any routes under 45 miles today, and before they were 20 miles. 

Mr. Srrom. The average route today is a little more than 45 miles 
in length. 

Senator Rorerrson. Senator Maybank pointed out the fact that 
the farmer has only one delivery a day, and that is all he ever received, 
but he would like to get it before 5 or 6 o’clock in the afternoon. 
How much delay in the delivery could the farmer expect in his 
morning paper and the mail that he should act on that day as a result 
of the contemplated program for these rural routes? How much 
delivery delay is the farmer on the tail end of that new route going 
to have? 

Postmaster General SUMMERFIELD. Senator, I tried to make it very 
clear and | will repeat myself, we are trying to improve the service. 
That is our first objective. That includes the people on the rural 
routes, and the people in the cities. But if we do not proceed to 
explore in these areas where this can be done by one way or another, 
then we do not think we are doing our duty in this respect. It is 
easy to oversimplify and say we might be depriving someone of service. 
That is not the case. We are trying to give everyone of these situa- 
tions a very close followup as we did in Wilkes C ounty, for instance. 
We sent. different people into Wilkes County than we had originally, 
to follow up and check up and down the rural routes to see what had 
actually happened, to be sure we were right. Wewere right. That is 
what we intend to follow. We have no desire to deprive people of 
the service they are receiving. We want to improve it. 

Senator Rosertson. I hope you are right, that you are going to 
improve it. Iam rather familiar with the rural routes at least of the 
old congressional district, I served first on the Post Office Committee, 
and was very much interested in it. I had Republican opposition in 
every year except once, and | rode over the district a good deal, and 
I thought the service they were getting was pretty good, especially 
when the campaign literature against me was going out. But there 
is such a thing as stretching out a route in the interest of economy 





TREASURY AND POST OFFICE APPROPRIATIONS, 1954 317 


where you do not improve the service, and you greatly delay somebody 
2 or 3 or 4 hours in getting his mail. | hope you are going to have that 
in mind in the program of improving the service. 

Postmaster General SUMMERFIELD. I am sure that if we did make 
a mistake here or there, it would soon be called to our attention, and 
we would have an opportunity to correct it. 


STAR ROUTES 


Senator Ropertson. We had occasion, as you know, to send you a 
good many letters about star routes. I do not know just what is 
involved, but they claim in effect that you are putting the squeeze 
on them, and when equipment was high and scarce, they had gotten 
the star routes to where they could make a living. You were going 
to readvertise them to see if you could not get somebody to cut down 
on the bids. What is the policy? 

Postmaster General SUMMERFIELD. 1 would like to give you the 
facts on that particular subject. As you know, this country is 
divided into four regions. These contracts with star-route carriers 
are made every 4 years. Each region expires a different vear. Under 
the original enabling statute, those contracts expiring at the end of 
4 years were readvertised for bids publicly. Later on there was 
additional legislation passed which gave to the Postmaster General 
the authority to renegotiate with those holders of star routes and 
make any adjustments that he felt in his judgment could be justified 

We took a look, as we did at all other departments, at the star-route 
situation. We found in many, many instances the increases in cost 
over the period, and the adjustments made with the star-route carriers 
were quite large. One went from less than $2,000 up to many thou- 
sands. So we thought we should live up to our constitutional respon- 
sibility and take a good look at these star routes, and not overlook the 
authority given us by the Congress to negotiate or renegotiate with 
any of these star-route carriers. We thought that as long as the 
original statute had not been repealed, the Congress did not intend 
that we should never rebid any star routes. Otherwise they would 
have repealed the act. We thought instead of reopening the bids on 
2,200, which happens to be the approximate number of those that are 
now up for renewal or rebidding, because of the expiration of the 4-year 
period, we thought we would take about 8 to 10 percent and advertise 
them for bids under the statutory provisions, and see what we would 
find. It would give us some yardsticks to determine whether we 
should extend or continue as has been done for the last several years. 

We have said absolutely nothing to the effect that when those bids 
come in we are going to deny any star-route holder of a contract the 
right to renegotiate with us, 


EXAMINATION OF MAIL CONTRACTS 


Senator McCarruy. May I say, Mr. Postmaster General, that had 
you not been doing this, | was going to ask our committee to go into 
the subject. We have been getting reports of shocking situations of 
these alleged negotiations and the amount of money a man was recelv- 
ing on these star-route contracts was unconscionably high, where if 
a bid had been let, they would have saved a lot of money. I had 
planned to ask my committee to go into this, but I had heard you 
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were going into it, and saved us a lot of work. That is one of the 
things I would like to compliment you on very, very much. I think 
you will find more than mere incompetence when you start reexamin- 
ing some of those contracts. 

Postmaster General SumMERFIELD. That is correct, Senator. 

Senator Roserrson. Does that program plan canceling existing 
contracts or readvertising at the end of 4 years when the contracts 
expire? 

Postmaster General SumMerFiEeLD. There is no cancellation. These 
contracts are expiring because it is the end of the 4 years. 

Senator Ropertson. I want to get that clear. You are not can- 
celing contracts? 

Postmaster General Summerrietp. No. Assistant Postmaster 
General Allen, who is in charge of transportation, savs that we 
have a right to reject any one of these bids at any time that are 
coming in now. 

Senator Rorertson. I understood, but I did not think you had a 
right to cancel a contract you had already entered into. 

Postmaster General SuMMERFIELD. You know some people are too 
quick to yell wolf. Unfortunately they excite a lot of people need- 
lessly and unjustifiably, when by just spending a few minutes in the 
Postmaster General’s Office or any one of the assistants’ offices, they 
could find out just what our plan is. Our doors are open at all times 
to any and all folks interested, and we will be glad to explain this. 

Senator Ropertrson. You understand, I am not criticizing you, 
but I have sent these complaints down to you for a period of 3 weeks, 
and I have not gotten any information on them yet, and I thought 
this would be a good time to get it on the record, so I would know 
what to write these people, and if they are yelling, I will tell them that 
they are yelling wolf. 


POSSIBLE REASON FOR COMPLAINTS 


Postmaster General SUMMERFIELD. The reason you are getting these 
complaints is that there was unfortunately a bulletin sent out by a 
certain group in Washington, under a caption ‘Post Office Depart- 
ment Declares War.’’ There was no one any mere amazed than I 
was when I read it. 

Senator Rorgertson. Just one other question. 

Postmaster General SUMMERFIELD. It alarmed a lot of people 
throughout the whole country whose contracts do not expire for 
3 years or 2 years or at least 1 year yet. I think it is a most unfortu- 
nate thing. 

Gentlemen, with your cooperation, we do not propose to run the 
Post Office Department on the basis of what somebody is going to be 
saying about us, or for us or against us on something. We have a 
job to do. That ‘ob anticipates that we are going to do what 
we are required to do under the statute. 

Senator McCarrny. May I say I think the questions Senator 
Robertson asked were certainly wisely asked, and it is a good thing to 
let the Congress know what you are doing. I know in my State Tam 
getting complaints from people who know the »y can be underbid, who 
know their contract is higher than what some other bidder will bid, 
and they are going to lose it. I think it is a good thing for the Depart- 
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ment to let it be known that you are trying to save money. Where a 
$10,000 contract can bid $4,000 or $4,200 and he will get the contract. 
Postmaster General SuMMERFIELD. Mr. Allen informs me he has 
already answered 900 letters, and if your replies are not in those, we 
apologize, sir. 
SECOND-CLASS RATES 


Senator Ronerrson. You indicated some economies and told us 
frankly that in spite of these economies, we are going to have a deficit 
in the coming fiscal year of approximately $600 million plus. You 
pointed out the types of mail that are costing us money, and vou said 
about $240 million of that is from carrying magazines and newspapers 
at the current second-class rate. Have you decided to recommend to 
Congress to increase those rates? 

Postmaster General SuMMERFIELD. We have under consideration 
now—we are discussing it in our group, and we will with the com- 
mittees—as to the best way to approach this thing. We do know 
there is a necessity for doing it. 

Senator McCarruy. Necessity for what? 

Postmaster General SumMMpERFIELD. If you have any desire to 
balance this budget, and make this Post Office Department be self- 
sustaining. 

Senator McCarruy. Do you not think it ought to be? 

Postmaster General SuMMERFIELD. As far as practicable. 1 think 
we should do everything we can to balance the budget of the postal 
establishment. We are certainly trying to do it. 

Senator McCarruy. I was surprised to see that in the past hundred 
vears it has only been balanced five times. 1 think when Benjamin 
Franklin started it, he contemplated that that might be a money- 
maker. He used to have a contract to carry mail in Pennsylvania, 
and he made out pretty well. He charged 25 cents apiece for a letter. 


GROWTH OF SERVICE AND RATES 


Senator Dirksen. Mr. Summerfield, first of all 1 want to make this 
general observation. This is a growing industry that you are run- 
ning, and every time they set up a satellite community outside of 
Chicago, Philadelphia, and New York. they want mail service, and 
you can look forward to constant growth in this business. 

Postmaster General SUMMERFIELD. That is correct. 

Senator Dirksen. That is one thing you have to keep in mind. 
That means improved service. That means mechanization and 
squeezing out the duplication. I am confident you will make some 
real strides in that field. 

When that is done, and you have gotten down to the irreducible 
minimum of savings, and you have deficits, you will be up against 
the rate problem. We have gone through that in the committees, 
and 2 years were certainly full-dress hearings on all this question of 
rates, I think more thorough than has been had in either the House 
or the Senate in a long time. You are going to be up against this 
difficulty. First of all, you have a deficit as far as the airmail rates 
are concerned. You have a CAB board that fixes the rate and hands 
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you the tab for the deficit whatever it is. Do you have in the mill 
at the present time or any consideration or proposal to be made to 
Congress for throwing the authority for making those rates in the 
Post Office Department? 

Postmaster General SUMMERFIELD. We would be glad to have it 
That is the wav they do it in England That is a practical matter 


AIRMAIL SUBSIDIES 


Senator Mac NUSON We have been working on that bill for 2 vears 
and got it out of the committee last year, and called a subsidy a 
subsidy. 


Senator Dirksen. The point of the matter is that you cannot 


expect to put this service on a balanced basis unless vou have authority 
over your revenu There is a substantial chunk of revenue over 
which you do not have the authority today, and some other agency in 


Government makes the rate for vou. I think that deserves immediate 
attention, and I think vou ought to press on the appropriate committee 
of Congress to get a law so that authority will be imposed in vou. My 
understanding is that when these hearings are held, the solicitors are 
entitled to file a brief and sit in with the Civil Aeronautics Board, but 
they merely go about the business of making the rate as they see it 
That does not make sense to me. 

Postmaster General SUMMERFIELD. It doesnot tous. We certainly, 
should have the same privilege with the CAB as we do with the ICC 

Senator Dirksen. I was going to get to the Interstate Commerce 
Commission 

Senator MaGnuson. On that point, I think we ought to understand 
the problem. We imposed the duty on the CAB to aid and encourage 
the establishment of air navigation in this country, and as a result 
they have in long hearings given franchises, and this only involves 
the feeder lines—the rest are all right—to certain sections of the 
country who they feel are entitled to air service, mail, passenger 
and otherwise. Some of those are not paying. They have had to 
go ahead with some of these services. The result is that the mail 
rates on some of those feeder lines are from $7 on down. So you will 
run right into the problem of whether you are going to give air service 
to certain communities in this country or not, but I think what the 
Postmaster General and I would be in agreement on is that they 
negotiate for their airmail and they pay what you think it is worth. 
Then if it is going to cost more money to keep an air service going in 
certain sections of the country in the public interest, that ought to be 
labeled as a Government subsidy. 

Postmaster General SuMMeERFIELD. That is right. 

Senator MaGnuson. That is your problem. It has nothing to do 
with these figures particularly 

Senator Dirksen. While you may not have had a chance to 
attend many hearings, and I want to address this in part to my old 
friend Ross Rizley, when all is said, all you are doing is being advisory 
to the CAB and they make the determination anyway, even though 
you might object to that. 

Postmaster General SuMMerRFIELD. That is right. We have not 
been advised about anything yet, except the charges we must pay 
for the mail handled. 
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Senator Dirksen. The second matter is the fourth-class mail rate 
by the oA 
Postmaster General SuMMeRFIBLD. They (the CAB) come in to us 
from day to day and arent us to pay subsidies on a retroactive basis, 
and we do not know what it is going to cost from day to day or month 
to month. 
FIXING OF POSTAGE RATES 


Senator Dirksen. | think as part of your duty you ought to 
frankly make the recommendation to Congress after the proper clear- 
ance, so as to get vour own house in order, because you cannot run 
the show and do the job unless you have the authority to do it, 
Once having put the imprimatur of efficiency on the Post Office, and 
you are still short, then certainly you ought to come to the Congress 
and ask for either authority in you to raise the rates or ask Congress 
to do it. I believe the Hoover Commission recommended that the 
Postmaster General fix the rates 

Postmaster General SuMMERFIELD. That is correct. 

Senator Dirksen. It can be subject to a veto. But it seems to 
me that you ought to have some affirmative power to establish a 
rate for all classes of mail that will put your house in order. If there 
has to be a veto power up here, all right, but at least you will have 
told your story and put the responsibility where it should lie. 

Postmaster General SumMeRFteELD. You may rest assured, Senator, 
that we are going to tell the story as it is. We are going to make 
these proposals as outlined in this document. 

Senator MaGnuson. I think you ought to remember, too, and we 
have gone into these figures very carefully, that an air service revenue 
from airmail is only 7 percent. Furnishing service to a community 
that is way out, the airmail plays a small part of it. You have to 
think of the passengers. But call a subsidy a subsidy, and you 
negotiate for what services they render you and get a reasonable price, 
and equitable. I think the record should show that. 


PENALTY MAIL 


Senator McC.Leuuan. I have to leave in a moment. There is one 
thing that I was very. much interested in, in here. In your table of 
revenues, costs, profits and loss, page 10, you show an ope rating loss 

of $43 million plus under title ‘“Penalty mail, free services” 

Postmaster General SumMMERFIELD. Yes, sir. 

Senator McCLe.uan. Then on page 41 of the copy of your testi- 
mony 

Postmaster General SumMMERFIELD. It shows $34 million. The 
difference, Senator, is what the Post Office’s own expense for its own 
mail is. 

Senator McCue tian. About $9 million in round numbers, 

Postmaster General SuMMERFILED. That is right. 

Senator McCLe.uan. The rest is for other agencies of the Govern- 
ment, 

Postmaster General SUMMERFIELD. That is right. 

Senator McCLe.Lan. What you would like to do, I assume, is to 
have that cost charged proportionately to those other agencies of 
Government. 
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Postmaster General SuMMERFIELD. That is right. 

Senator McCLe.uan. In other words, you will receive from the 
other agencies of Government compensation to cover the eost of 
operation for their benefit, which now to that agency of Government 

free. 

Postmaster General SUMMERFIELD. That is what we are asking for. 
sir. 

FRANKED MAIL 


Senator McCue tian. I think that is a good idea. I am just 
wondering in view of that proposal or plan to try to correct that, can’ 
you give is an estimate of how much of that cost A sats | be charged on 
the basis of present operating experience to the Congress? 

Postmaster General SUMMERFIELD. You mean he franked mail? 

Senator M« CLELLAN We exercise that privilege. 

Postmaster General SummMerrFievp. | can give you a figure. The 
total franking costs are $1,700,000. 

Senator McCLe.uan. It does not say by the Congress? 

Postmaster General SUMMERFIELD. It says franked mail. 

Senator McCLexian. That is the total. 

Senator Kitcorer. Does that include frank mail for soldiers? 

Mr. Srrom. For Congress it is $1,647,000, and for others $54,000 

Senator McC.Le.uan. In order to correct that situation, then 
should we be required to pay the postage and a certain allowance for 
postage made available for each member of Congress upon some 
formula or basis of State or district population, and. let them buy 
postage, and pay for such mail as they care to use; is that right? 

Postmaster General SUMMERFIELD. We thought that in the matter 
of the frank mail, as you gentlemen with your vast experience and 
handling know, you should best determine how that should be handled. 

Senator McCie.ian. | am not quarreling with the idea. I think 
it 1s probab ly very aie When you get into this, you show you are 
delivering $43 million of free services that the Post Office De ‘partment 
gets no return for whatsoever, and vet it is charged as an operating 
expense. It is unfair to the Post Office, and adds to the deficit each 
year. 

Postmaster Gene ral SUMMERFIELD As far as the franked mail is 
concerned, there would be no reason why thé Treasury could not 
reimburse in a hi mp sum whatever the fra nking r COSUS are. 

Senator McCLELLAN. Th e thing we are trying to he IS bal: ance the 
operating costs of the Post Office De ‘parting nt. 

Postmaster General SUMMERFIELD. That is right 

oeenator Met LELLAN, In order for that to be done, it must be hnecese- 
sary for you to receive pay in lieu of these services that you render. 

Postmaster General SumMERFIELD. That is right. 

Senator McCarrnuy. If I may interrupt, this $1,700,000 should be 
an expense of the Congress, rather than an expense of the Post Office 
Department. 

Senator McCuiexian. That is right. I do not know that it will 
actually save any money to the Government finally, but it helps to 
keep correct accounting and correct cost responsibility for the different 


agencies 
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COMPARISON OF FRANKED AND SECOND-CLASS MAILS 


Senator Kitcorr. I want to go into these figures just a little bit, 
General. That item for frank mail is just a drop in the bucket com- 
pared to the loss on second-class mail, is it not? 

Postmaster General SUMMERFIELD. Yes. 

Senator Kitcgore. One two-hundred-and-fortieth. It is one one- 
hundred-and-ninety-first part of the loss on third-class mail. The 
point I am getting at is this: It is always played up that the Govern- 
ment agencies are wasteful in postage. The total loss on all three ser- 
vices is $56 million plus, compared to $240 million on second class, and 
$190 million on third class. I think that should be in this report, be- 
cause it is always played up that that is one of the deficits. The Post 
Office should not have a deficit. I agree with you heartily that the 
Government agencies, including the Congress, should reimburse for 
the service rendered in order that we may not face these deficits. 
But some way must be found to take care of the other deficits, and 
there is terrific opposition to raising the rates. 


ICC AND PARCEL POST RATES 


I do not like even the ICC fixing parcel post rates. I think parcel 
post rates should be fixed by the Post Office Department. The only 
reason it was put in was the competition between express and parcel 
post in the early days and has remained there ever since. I think 
the Government agency should fix the rates for the service it renders 
its people without reference to some other Government agency as 
an umpire. 


Postmaster General SUMMERFIELD. It would be much simpler 


KENNEDY BILL 


Senator Kincorr. Yes. There is one question I want to ask on 
the airmail subsidy. Have you seen Senate bill 1360 which was 
introduced in March to separate the subsidy from the mail rate? 

Postmaster General SUMMERFIELD. Is that the so-called Kennedy 
bill? 

Senator Maanuson. Yes, that is the same legislation we had last 
year. 

Senator Krrgore. Do we have any actual cost figures? I happen 
to have been sitting on a subcommittee for some time, and I know we 
recommend appropriations to find out what was the cost of hauling 
this mail so then we could arrive at a bill that was fair to the Post 
Office Department. Does the Post Office Department have actual 
cost figures on the cost of hauling the mail by air both domestic and 
foreign? 

Postmaster General SUMMERFIELD. I will let Assistant Postmaster 
General Allen answer that question. 

Mr. ALLEN. Senator, we do not have complete costs, but there is 
certain information that we have that would indicate that for some 
reason the airmail is being charged considerably more than other 
similar traffic. 

For example, the lowest airmail rate is 45 cents a ton-mile, Our 
information is that the express company has a rate for air express at 
around 38 cents a ton-mile. 
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Senator Kricore. That is what I am leading up to. 

Mr. Atuten. Then there is private industry that has rates down to 
20 cents per ton-mile. We have had discussions with the CAB to 
try to find out the background for the rate structure. We believe 
when those rates were developed it was during the period of develop- 
ing the airlines and they should have been developed. We are in- 
clined to believe that a different situation exists today. We think 
there are many movements where we could advantageously pool our 
volume and make it more attractive to the airlines. It would make 
it less expensive to the Post Office Department and airlines to handle, 
which in turn would mean lower rates to the post office, and a better 
movement to the airlines. 

Senator Kircore. The reason I brought this up at the hearing of 
which they talk about of 2 years ago on the question of changing 
second- and third-class mail rates, one eminent publisher flatly told 
the committee that if they changed the second-ciass rate he was go- 
ing to ship by air freight, because he could ship cheaper. Sometimes 
you can make up on the peanuts what you lose on the bananas, and you 
can charge a low air express rate, if you are able to milk enough post- 
age rate to offset it 

Mr. Auten. Senator, I firmly believe that if we had the right today 
to contract and move surface mail by airfreight, we might be amazed 
to realize how little more, if any, it would cost us than our present 
means of transportation. 

Senator Kitcors. I think you are absolutely right. 

Mr. Auuen. I think there are places today where the economics 
of this is such that the aircarrier can do a more economical job than 
other transportation. 

Senator Kitcorr. Where you use straight cargo planes. 

Mr. Atuen. That is right. 

Senator MaGcnuson. And have more business 

Mr. Auten. That is right. 

Senator Magnuson. Which would be less subsidy for the Govern- 
ment to pay 

Mr. Auten. That is right. 


REDUCTION IN’ PASSENGER-TRAIN SERVICE 


Postmaster General SumMerRFIELD. Let us take another point of 
view on it. A great many passenger trains have been taken off in 
the last several years because of excessive losses to the railroads. It 
is understandable why they do. But when they do, we have to 
provide another way of moving the mail. You either have to do it 
by surface or air. You have to do it by truck on already congested 
highways, or you can put itin the air. That is why we think that this 
delivery of mail by air needs a good look-see and a thorough investiga- 
tion, realistically, not with prejudice, but looking forward. We hope 
that the airlines will join with us in looking ahead and trying to 
anticipate that which we will have to anticipate sooner or later. 

Senator Jonnsron. But the system you have at the present time 
does not even give you an opportunity to go into it. 

Postmaster General SumMerFIeLD. That is right. The system is 
impossible. 
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Senator Kinrgore. Getting back to the subsidy, the real way to 
handle the question—and we have talked with the feeder lines, and 
their costs are higher than trunk lines—the real way is to pay them 
all the same actual rate, and then if it is necessary to help them out 
to have Congress pass a subsidy bill to make up the deficit. It may 
cost $7 a ton-mile on this one over here, but let us pay them all the 
same airmail rate for the same service, and then compute what their 
losses are, and if the Congress wants to make up that loss, authorize a 
contract by CAB for them to take care of it. But let the money be 
made a direct subsidy to take care of any losses. 


RAILROAD TRANSPORTATION RATES 


Senator Jonnston. While we are on transportation, you have 
practically the same thing on the railroads. You do not get the same 
treatment if an individual goes to the railroad. You have to purchase 
so much space whether you are going to use it or not, is that not true? 

Mr. ALLEN. Senator Johnston, I think there are a lot of things in 
conjunction with buying transportation on the airlines and trains, 
that are antiquated, including the space authorization system. 

Senator Jounston. About a year ago, when you purchased space 
on the railroad, you had to purchase it going and coming. 

Postmaster General SuMMERFIELD. Of course that is not true now. 

Senator JoHnston. No, but that was stopped a year or a little 
better ago. 

Senator Krtgore. That was all I had, Mr. Chairman 

Senator McCarruy. Senator Johnston. 


LOSSES AND POSTAGE RATES 


Senator Jounsron. I have just a few questions here. I notice 
you have the different losses and profits assigned in the different 
classes. Is it your purpose te make each class carry itself? 

Postmaster General SumMMERFIELD. As far as practicable. 

Senator JOHNSTON. You realize in that there is the delivery of the 
county papers and the local papers in the county. How do you feel 
toward that? 

Postmaster General SumMERFIELD. It was the original intent of 
this Government that for the dissemination of educational news and 
that sort of thing, it was contemplated that the Government would 
carry a share of that. But to go along, and without realistically 
reappraising it from time to time is to me inexcusable. 


REGIONAL OFFICES 


Senator JoHNsTON. You speak of setting up regional offices. We 
had a good many hearings on that before the Post Office and Civil 
Service Committee about 2 years ago. Have you read any of those 
reports? 

Postmaster General SUMMERFIELD. Yes 

Senator Jounston. Did you see the conclusions reached in there? 

Postmaster General SUMMERFIELD. Yes. 

Senator Jonnston. Where it would cost $25 million additional to 
set them up? 
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Postmaster General SummerrieLp. We do not anticipate it will 
cost anywhere near that much to set them up. 

Senator Jounston. How much will it cost for the buildings alone 
for the regions throughout the United States? 

Postmaster General SuMMERFIELD. We do not contemplate building 
a single building to take care of this. 

Senator Jounston. What would the rental cost? Do you have an 
estimate? 

Postmaster General SUMMERFIELD. We do not. That is the reason 
we want to take one area and temporarily call it a region and we will 
start off with one man in the area, and we will take it from top down 
and expand it only to the degree necessary so we will be able to 
determine accurately just how far it should be extended, and what 
the approximate cost would be that way. We are not going off the 
deep end arbitrarily, because we have a framework on paper of the 
kind of organization, and build one. We are going to approach it 
very realistically. 

Senator Jounson. When you get closer home, will you have more 
business or less business than you have to deal with in Washington? 

Postmaster General SuMMERFIELD. We do not anticipate any 
building progra’n being needed by this program. 

Senator Jounston. I am speaking of the program that is handled 
now by the Washington office. 

Postmaster General SUMMERFIELD. It is a rather clumsy way to 
handle a business that covers the whole world over one desk in 
Washington. 

Senator Jounsron. You have to set up in the field then all the differ- 
ent departments like you have under your first-, second-, third-, and 
fourth-class postmasters in each region? 

Postmaster General SUMMERFIELD. No, what we want, Senator, is 
management aides throughout the country to help us do the managing 
job from here. 

Senator Jounsron. Do not your supervisors do that now direct 
from the field? 

Postmaster General SUMMERFIELD. This business is losing, as you 
know, approximately $2 million a day. That in itself answers your 
question, Senator. It is a very disheartening feeling to go home each 
night knowing that the business has lost $2 million. 

Senator Jounstron. That is right. Iam interested in knowing how 
it is going to be set up to save money. 

Postmaster General SUMMERFIELD. Again there has been no formula 
that has been perfected before. In all the years that the Department 
has been operating you have not done these things. We are getting 
a rather belated start in it. But we are going to approach it as 
thoughtfully and as carefully as we can, having in mind two things. 
We want to improve the service and cut the cost and not add to them. 
We are not interested in building an elaborate organization as such 
to have a greater number of people on the payrolls and greater cost to 
the Government. The reverse is true. 

Senator Jounston. Who would be in charge of a regional office? 
What would be his rank and title? 

Postmaster General SuMMERFIELD. That has just not been decided. 

Senator JoHnstron. That is just in a nebulous state? 

Postmaster General SUMMERFIELD. That is correct. I would like 
to call attention to the fact that the Assistant Postmaster General, 
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Mr. Abrams, who is in charge of the operation, has been sworn in less 
than 2 weeks ago. After all, he is going to be responsible for that, 
and it will be under his direct supervision. We wanted this team 
complete before we attempted to finalize any of these expanded 
programs. 

Senator Jonnston. Let me say that I do not think the public 
realize what a big job it is that you and the ones that run the Post 
Office have. It is simply an enormous job. Naturally we are going to 
make mistakes. We are trying to cut down as much as we can, of 
course. I believe that is what you are trying to do. 



















AND PILOT OPERATIONS 





SURVEYS 








Postmaster General SUMMERFIELD. We are doing a special job in 
two cities at the moment, one in New York particularly where we 
have 20 carefully selected men that have been there now for a little 
over 5 weeks, completely analyzing the operations of the city of New 
York. We have considerably improved the operation of New York 
already in a very few weeks. We made some substantial savings. 
We have made some changes in the city of Washington. Last month 
we changed the hours of the post offices being opened, and changed 
the collection service with the idea of improving the service, and ] 
think you will all bear witness to the fact that it has been substan- 
tially improved locally with very little cost to the Post Office. 

What we learn here in this pilot operation in Washington will be 
applied to other cities. What we learn in New York we will apply to 
other major cities of the country. 
























POST OFFICE DEPARTMENT A SERVICE ORGANIZATION 













Senator Jounsron. Let me say that in my dealings with the Post 
Office, I think that it is both a business and service de ‘partment. In 
other words, you have to carry on every man’s business in the United 
States, and you have to sometimes lose a little money in order to let 
him make some money, which means money to the Government. 

I think the deficit is getting too big, and I think we ought to cut it 
down. But as long as we have many things that we have in the Post 
Office Department, we cannot expect to balance the buaget. 

Postmaster General SuMMERFIELD. You concur with us in the de- 
sirability and necessity of elimin iating many of the things that are now 
charged to the Post Office? ‘ 

Senator Jonnsron. Absolutely, and let the public know exactly 
who is being subsidized. I will say with respect to class No. 2, if 
they are going to be paying out $240 million in second class, we ought 
to let the newspapers and magazines of the country know we are sub- 
sidizing them. And when they write articles criticizing people for 
they ought to know that they are receiving them. 














receiving subsidies, 












BOSTON CASE 






Senator McCarruy. We are going to try to move more rapidly, 
because we have four more witnesses to hear. I want to ask you or 
one of your men to give us a report on the Boston case. Ido not know 
anything about the case, and I wonder if someone could run over it 
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quickly? Will you go over it as quickly as you can, sir? Give us a 
report on the present status. 

For the benefit of the Senators who do not know the background, 
will you give a quick rundown of the background of the case? 

Mr. Srernens. The investigation to which you refer I think 
started in September 1951, and related to alleged loitering, falsification 
of timecards, and the employment of clerks and carriers at two or 
more jobs at the same time. Do you want the statistics on it as of now? 

Senator McCarruy. Give us a quick report, if you can, as to any 
criminal prosecutions, the status of the case, has it been referred to 
the Justice Department? 

Mr. Srepnens. A reduction of 821 positions. We have established 
losses totaling $44,882.07. Of that amount, we have yet to collect 
$3,147.95. Those cases involved in the collection are either pending 
before the surety companies or they involve restitutions that were 
ordered by the courts being paid in installments. 

Senator McCarrny. Has there been any criminal liability involved? 

Mr. StepHens. Yes; I have the prosecutions here. 

Senator McCarruy. Senator Magnuson has some questions to ask 
I wonder if you could file a complete report on that Boston case with 
the committee. 

Mr. Srepuens. I can give you a summary of the prosecutions to 
date. There are six cases pending before the courts. 

Senator McCarruy. It will apparently take some time to go into 
that. Will you file a complete report to be included in the report at 
this time, criminal prosecutions and what has happened. 

Mr. Sreruens. Yes, si 

(The information eal to follows:) 


Investigation of timecard falsifications, unauthorized absences, waste of appro- 
priations, and lax management, Was started by a group of post office inspectors at 
Boston, Mass., on February 5, 1951. Investigation was prolonged and consumed 
in the aggregate approximately 24, 128 inspector man-hours. A few features of 
the case remain to be completed. 

Evidence of criminality against 182 employees was formally presented to the 
United States attorney at Boston. Prosecution was declined in 46 cases; indict- 
ments were returned against 123 individuals, of which number 120 pleaded guilty. 
Three entered and are yet in the Armed Forces. Court fines totaling $22,800 
were imposed. 

Positive evidence of fraudulent payments amounted to $47,967.69. Of this 
amount, $44,882.07 has been collected and deposited. The remaining amounts 
due are pending before the sureties or they involve cases in which courts ordered 
restitution on an installment basis. In three cases appeals are pending. 

Disciplinary action was recommended by inspectors against 530 employees, 
including 34 supervisors. Of this latter number, practically all of the top super- 
visors were cited in formal letters of charges. 

As a result of the continuing attention which was given to the entire postal 
operation, a reduction of 821 positions was affected and the overall cost of opera- 
tion was reduced $3,046,701.64 for 1952 as compared to 1950. 


Senator McCarruy. May I] ask the Senators to make their question- 
ing brief? 
SPECIAL SERVICES AND RATES 


Senator Magnuson. I must make a comment on this. I have often 
thought, like Senator Johnston, that there are some things we have to 
pay for to give service. With respect to the special service of the 
Post Office Department, do you think that those rates should be 
raised? If I want a special-delivery letter sent, I should pay for it. 
I never could see why we have to have deficits in that and not ask for 
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sufficient revenues to take care of it. And also the c, 0. d. That 
amounts to some $53 million. 

Postmaster General SUMMERFIELD. That is right. 

Senator Magnuson. I would think that probably on that field we 
might be able to do something. There must be 6 million in on sav- 
ings. If a man wants to register a letter, any citizen getting that 
special service should have no complaint for paying what it costs to 
do it. 

Postmaster General SUMMERFIELD. Would you recommend to me, 
sir, that we adjust those to take care of the cost? 

Senator Maanuson. I cannot see how there would be any complaint 
when someone wants something special done. 

Postmaster General SUMMERFIELD. I| believe we have the authority 
in the Department to correct that. 

Senator Maanuson. Do you not need a law. 

Senator JoHNsTON. But in this special delivery, as well as I recall 
from the hearings that we had, you may not receive any more revenue, 
if vou try to balance the budget in that manner, for the simple reason 
you are getting dangerously close to a telegram, and when you do that, 
you may drop off enough in your revenue to so offset and not even 
receive as much revenue in the future than if you had an increase 
placed on the top at the present time. That is what we have to watch. 

Postmaster General SUMMERFIELD. We are going to analyze that 
very thoroughly. 

POSTAL QUARTERS 


Senator Macnuson. You probably have not been in long enough 
to get into the matter, but I suppose we all realize that very little has 
been done in quarters in the post office buildings in the past 15 years. 

Postmaster General SumMerRFIELD. That is right. 

Senator Macnuson. Do you contemplate any building program at 
all in the coming 2 vears? 

Postmaster General SumMerFieLD. Mr. Allen, who has been in 
charge of transportation, and Mr. Kieb, who is in charge of facilities, 
are as rapidly as possible covering the country, examining the most 
critical areas with the idea of reporting back with recommendations of 
what should be done. Frankly, the manner in which the Post Office 
today is required to obtain new facilities or additional facilities—— 

Senator Maanuson. I know you have to go through General 
Services. 

Postmaster General SUMMERFIELD. It is a ridiculous situation and 
very expensive to the Federal Government. 


POSTAL SALARIES 


Senator MaGnuson. You mentioned on page 35 of your general 
statement that you were speaking about equitable wages to improve 
the service. Do you contemplate asking for any raise in the wages of 
the postal employees? 

Postmaster General SuMMERFIELD. Not at the moment. That 
again is something that is being studied, the relation of one as to the 
other. 

Senator Maypank. Let me ask this for the record. How much 
have the postal employees’ wages been raised since I have been here? 
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Postmaster General SUMMERFIELD. We will give you the figures in 
just a moment. 

Senator Maysank. I know what they are, but just put that in the 
record. If you want any more postal employee raises around here, 
you will have to raise everybody else. We have been ve ry gene rous 
to the postal employees, and I have been on ee: committee since 1941. 

Senator MaGnuson. They have had 3 or 4, I think. That can be 
put in the record. 

Senator McCarruy. Will you supply that for the record? 

Postmaster General SUMMERFIELD. Yes, sir. 

(The information referred to follows:) 


Annual rate increases in salary items since July 1, 1945 (computed as of Dec. 





o7, 1951) 
Item Ri. ae Effective Amount 

Al ial increases in cost 
Postal (field) salary bill 134 July 1, 1945 $178, 767, 000 
Additional grade effective subsequent years) 134 66, 700, 000 
Departmental salary bill 106 | July 1, 1945 786, 000 
Postal (field) salary bill 381) Jan 1, 1946 190, 631, 000 
Depart iental salary bill 90 | July 1, 1946 684, 000 
Rural! equipment maintenance 167 Apr 1, 1948 4, 100, 000 
Railway mail service (travel allowance 687 | June 19, 1948 2, 700, 000 
Postal (depart nental and field) salary bill 900 | July 1, 1948 215, 960, 000 
Ru ur rale ju ent maintenance 81 Nov 1, 1949 4, 600, 000 
Postal (field) salary bill j 428 do 112, 489, 000 

| 500 

Depart ne lary bill 129 | Nov. 1,1949 278, 600 
Night fiffer ritial on salary increases, 1945-50 15, 171, 000 
Addition ha overtime on salary increases, 1945-54 10, 900, 000 
Depart mental salary bill 201 | July 8, 1951 1, 100, 000 
Postal (field) salary biil 204 | July 1,195] 248, 600, 000 
Adjustment of sick and afinua! leave 233 | Jan 6, 1952 50, 000, 000 
1, 097, 466, 600 


Senator Mayank. I am glad you are not asking for any. I do 
not see why the postal employees should be raised when the agricul- 
tural people are going to be cut by Mr. Benson, and the farm parity 
destroyed. I read that in the paper. 


ADVISORY BOARD 


Senator MaGnuson. He stated they are not contemplating it in 
the near future. Do you intend keeping active the so-called advisory 
boards? 

Postmaster General SUMMERFIELD. Yes 

Senator MaGnuson. Have they not been a lot of help in the past 
and will be in the future? 

Postmaster General SUMMERFIELD. I do not know how much help 
they have been in the past, but I am sure the Committee that the 
President will appoint shortly will prove of great assistance to us. 


rRUCKING BETWEEN TERMINALS 


Senator MaGgnuson. There has been a trend in the Post Office 
Department, and rightly so, where their train service has been some- 
what ing - quate or changed to use between two terminal points truck 
service in which you let a contract. I have had some complaints to 
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the effect that they are wondering whether or not, when you do let 
the contracts—and I think you will be doing more and more of it 
because it is cheaper—you will include as a clause in the contract the 
prevailing wage scale paid in the community for those drivers and 
people at work, or just merely call for plain bids? What would be 
your policy on that’ ? 

Mr. Aten. If I understand your question correctly, Senator, I 
think you have reference to the star-route movements, in which case 
the law would stipulate that we should ask for bids. 

Senator MaGgnuson. Not star-route movements. 

Mr. Auten. These are between post offices? 

Senator MaGnuson. Between two major terminal points. You can 
make a contract to haul by truck. 

Mr. Auten. | think we call that short-haul truck service. 

Senator Magnuson. Whether the policy would be to call for bids 
and take the lowest bidder, or whether the contract would contain 

clause that any bidder would have to pay the prevailing wage 
scale in the community as part of his bid. 

Mr. Auuen. I am sure that comes under the same law as the star 
routes which means we would have to open it up for bid, and take 
the lowest bidder at the start of the operation. 

Senator MaGnuson. But as far as | know there is no objection to 
your placing even in a star-route contract that all bidders shall pay 
the prevailing wage scale in the community. 

Senator McCarruy. May I point out that many of the bidders on 
the star routes are self-e mployed. 

Senator Maqgnuson. That is right. Iam talking about the termi- 
nal-to-terminal points between post offices. 

Mr. Auten. The terminal-to-terminal points that you have refer- 
ence to are what we call a short haul motor truck transportation, 
but they are still governed by the star route law. 

Senator Magnuson. | will not belabor the point il wish vou 
would look into it. Say, for instance, a route between my town, 
Seattle, and Portland, where the train service is bad, and you contract 
with a truck to carry that between two terminals, and they do not 
deliver anv mail to customers, whether or not your policy would be 
to place in the contracts or ask all bidders or all people you negotiate 
with a clause that they would pay the prevailing wage scale paid in 
the community. 

Postmaster General SuMMERFIELD. We will examine that very 
carefully, particularly the statutes regulating us. 

Senator MaGnuson. I think you could do that under the law. 

Postmaster General SUMMERFIELD. It may be that we cannot. 

Senator MaGnuson. Then we will have a problem here to see that 
is done, because you will run into a great deal of labor opposition 
when the prevailing wage scale is not paid, and I do not think it is 
worthwhile for the difference. 

Mr. Aen. Senator, you mentioned that movement between 
Seattle and Portland. That is a truck run movement at the present 
time. 

Senator Magnuson. I know. I was using that as an example. 
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MANAGEMENT AND RESEARCH STUDIES 


Have you asked for funds in your new request for management 
research? 

Postmaster General SumMERFIELD. We have. 

Senator MaGnuson. It is in your request? 

Postmaster General SumMERFIELD. It is very limited. 

Senator MaGnuson. I know it is limited, but you have asked for it? 

Postmaster General SUMMERFIELD. Yes. 


GENERAL ADMINISTRATION 


Senator McCartruy. We will now hear from Mr. Charles R. Hook, 
Jr., the Deputy Postmaster General, who will furnish us with the 
details concerning the budget estimates for the appropriation title 
“General administration,” and the other appropriations items. 

The revised estimate for general administration is $22 million, which 
is identical with the amount appropriated in 1953. The 1954 printed 
budget estimate of $24 million shows an increase of $2 million over the 
revised figure of $22 million. 

The record will show, at this point, the appropriations summary 
and certain justification material submitted by the Department, 
which will be followed by your prepared statement. We make a 
practice here of printing the prepared statement in its entirety. 

(The statement and information referred to follow:) 


General admin istration, 19: 


Annual appropriations, 1952 (including supplementals) __-_-- ... $22, 958, 250 
ppro} PI 


Budget estimates, 1953_-_ a ‘ — tha 22 700, 000 


Reconciliation of estimate to current appropriation 
Annual “appropriation act, 1953, Public Law 425_____ sam sdaneua | ay See 
Revised estimate, fiscal year 1953 SD eicalak eels cA ewe ~~ FO FO 


Analysis of estimated obligations 


Activity and account Estimated ob- Revised esti- 

















ligations, 1953 mate, 1954 
niinaaailipimnninennitiniioias osineans oumeneieieds olde cs eee Ses 
1. Coordin ition a> d control | | 
(a) Executive direction and staff service | 
laries and travel, Postmaster General | $647, 600 $647, 600 
Salaries and travel, administrative assistant to the Post- ‘ 
m neral 439, 100 | 439, 100 
Salaric travel, Solicitor 332, 300 332, 300 
Resear levelopment expense (limitation) 250, 000 | 250, 000 
Subtotal 1, 669, 000 1, 669, 000 
(h) Direction of fiscal and acco service 
Salaries and travel, Comptroll 4, 571, 500 4, 571, 500 
Salaries and travel, finance 1, 533, 000 1, 533, 000 
Subtotal 6, 104, 500 6, 104, 500 
c) Inspecti serv | 
ilaries and travel, chief post office inspector 554, 000 554, 000 
Salarics, inspecto 5, 937, 200 5, 937, 200 
Salaries, clerical, inspection service 1, 619, 200 | 1, 619. 200 
Travel and miscell aneous expenses, inspection service 1, 184, 800 1, 184, 800 
Rewards, in ion service 50, 000 50, 000 
Confidential information inspection service 20, 000 | 20, 000 
Subtotal ona atandvens bine 9, 365, 200 9, 365, 000 
Total, coordination and control 17, 138, 700 17, 138, 700 
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Analysis of estimated obligations—Continued 








Estimated ot Revised esti- 
Activity and account . 5 
Pe ere ligations, 1953 mate, 1954 
Direction of post-office operations: Salaries and travel, post-office oper 
ations $1, 521, 800 $1, 521, 800 
Direction of trar rtation ser eS 
laries and travel, transportation 1, 302, 000 1, 302. 000 
Liaison expense, transportatio 36. 000 36. 000 
‘otal, direction of transportation services 1, 338, OOF 1, 338, 000 
4. Dire f general se ‘ 
alaries and trave ircha g agent 1 700 | 00 
Sala i trave 1, 259, 10 1.2 00 
Printing, supplies and equipment, departmental service R&. 600 88. HOO 
ication and miscellaneous expense lepartmental service 38, 100 8 100 
lotal, direction of general services 2 O01. 500 2 001 1) 
= 
Total, general administration 22. 000. 000 22 000. 000 





The purpose of this appropriation is to provide funds for the payment of salaries 
and other necessar\ expenses for the ope ration ol the cel tral office or the po tal 


service located in Washington, D. ¢ together with the salaries of post office 


spectors ard regional! accoucting of! 
BAS'S OF ESTIMATE 


The estimate prepared for 1954 contemplates a continuation of the present 
activities of the service at the 19539 level Chere are no funds included in the 
1954 estimate for promotions, according to instructions from the Bureau of the 
Budget. 

CHANGE IN LANGUAGE 


In the appropriation ‘‘General administration’’ it is proposed to eliminate the 
restriction concerning the limitation of funds for the procurement by contract 
of things and services of $250,000 as well as the restriction in ‘‘Postal operations” 
concerning the expenditure of $500,000 for improved postal devices. These 
limitations were originally placed in the appropriation act for the purpose of 
guaranteeing that the Department would eng h activities and pur- 
chase modern mechanical equipment for the \s this language 








hampers rather than helps in the matter of providit * the necessary manage- 
ment surveys and other applications of modern managerial methods and equip- 
ment, it is requested that the language be deleted For similar reasons the dele- 





pur hase of 





tion of the provision in ‘‘Postal operations”’ alloca 
trucks, tractors, and trailers appears desirable. 


GENERAL ADMINISTRATION 


For expenses necessary for general administration of the postal service, opera- 
tion of the inspection service, and the conduct of a research and development 
program, including services as authorized by section 15 of the act of August 
2, 1946 (5 U. 8S. C. 55a); [$250,000 to be available exclu-ively for procurement 
by contract of things and services related to design, development, and constructior 
of equipment used in posta! operations, and for contracts for management studies ;] 


rewards for information and services concerning violations of postal laws and 





regulations, current and prior fiscal vears, in accordance with regulations of the 
Postmaster General in effect at the time the services are rendered or information 
furnished; and expenses of delegates designated by the Postmaster General to 
attend meetings and congresses for the purpose of making postal arrangements 
with foreign governments pursuant to law; and the expenses of delegates provided 
for herein and not to exceed $20,000 for rewards, as provided for herein, shall be 
paid in the discretion of the Postmaster General and accounted for solely on his 
certificate ; $22,000,000. 
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ACTIVITY NO. 1. COORDINATION AND CONTROL, $17,138,700 


a) Executive direction and staff services ($1,669,000) 

Overall direction and administration of the postal service and related staff 
services are the functions of this activity. Staff services are furnished by the 
Advisory Board, the Office of the Administrative Assistant to the Postmaster 
General, the Office of the Chief Clerk and Director of Personnel, and the Office 
of the Solicitor. 

The accounts under this activity provide for the salaries, travel, and incidental 
expenses of the officials and employees charged with the executive direction and 
staff service activities of the postal service; for the development and manufacture 
of modern mechanical and other devices; and for contracts for management 
studies 
(b) Direction of f scal and accounting services ($6,104,500) 

This activity provides for supervision of all financial transactions of the posta! 
service, such as occur in the distribution and sale of stamps, postal savings and 
money order systems, and other special financial services; administration of the 
cost ascertainment system and the second-class mailing privilege; classification 
of mail matter; and examining, auditing, and settlement of postmasters’ accounts 
at the twelve regional accounting offices. This supervision covers about $20 
billions in financial transactions which flew through the postal service annually 

Inspec tion service ($9,365,200 

The inspection service investigates the state of efficiency and adequacy of the 
postal service for the Postmaster General and the protection of postal funds and 
mails, and makes recommendations for the proper conduct of the service 


ACTIVITY NO. 2 DIRECTION OF POST OFFICE OPERATIONS——$1,521,800 


Under this activity general direction of postal operations is furnished approxi- 
mately 41,000 post offices, including authorizations for changes in the collection, 
dispatch, delivery, and local transportation of mails 


ACTIVITY NO ; DIRECTION OF TRANSPORTATION SERVICES $1,338,000 


This activitv covers (1) the authorization, administration, and certification 
of payment for the transportation of domestic and international mails; (2) nego 
tiation of postal agreements with foreign countries and regulations for performance 
inder them; (3) administration of terminal facilities for handling transit mail: 
1) administration of pay and allowances to field transportation personnel; 
5) administration of the distribution of transit mail and supervision of contractors 
in the performance of ir duties; (6) determination of dispatch schedules and 
direction of movement of mail for the entire postal service; (7) specification, 
control, and distr ion equipment necessary to the transportation of mail 

TI YW oordu ( i Loar a wl qa States Government interdepart- 

dent under Exeentive Order 9781), 
for coordinating Federal policy in 


the ex wenses of this 


RVICES, $2,001,500 


tration over 1) maintenance of post 

2) procurement and maintenance of 

and repair of mailbags and 

1oOn naa ito if supplies and equipment for 


Also ineluded are the p r supply, and communica- 


1h partment 


STATEMENT B iARI R. Hook, Jr., Depury PosrmMasteR GENERAL 


Mr. Chairman, members of the committee; to supplement the statement of the 
Postmaster Generali, we would now like to submit the detailed justifications and 
to make a few comments on each of the major sections thereof 

I will comment briefiy on our request for: (1) proposed changes in the appro- 
priation language 2) the appropriation for general administration; (3) the 
appropriation for postal operations; (4) the appropriation for transportation of 


mails: and (5) funds for the payment of claims 
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PROPOSED CHANGE IN LANGUAGE 1954 


The changes in language requested in this submission authorize the Postmaster 
General, with the concurrence of the Director of the Bureau of the Budget, to 
transfer not to exceed 5 percent between appropriations, with the limitation that 
not more than $10 million may be transferred to the appropriation ‘‘General 
administration.’’ There is also a provision that functions may be transferred 
between the ‘‘General administration” and ‘‘Postal operations’’ appropriations 

\s pointed out in the Postmaster General’s statement, the ills of the postal 
service cannot be cured through a timid and diffident research and management 
improvement program As he indicated, we have made a preliminary examination 
of the diverse activities of the postal service. It is our conclusion that most activ- 
ities require major mechanical or management improvements 

The base of the appropriation request now betore your committee was prepared 
by our predecessors and did not include sufficient funds for the mechanica! 
mprovements and the strengthening of management and management services 


we believe absolutely essential. Since we had no opportunity to request additional 
} 


funds specifically for mechanical research and improvements and the technica 


and management staff we believe so necessary, the onlv alternative is to ask for 


flexibility in appropriations 
GENERAL ADMINISTRATION, 1954 


This appropriation provides funds for the operation of the headquarters in 
Washington as well as the entire post office inspection service and the 12 regional 
accounting offices in the field. 

The estimate for this appropriation for the fiscal year 1954 is $22 million which 
is the same amount provided for the fiscal year 1953. This is the same as 1953 
despite the fact that our predecessors originally requested an additional $2 million 
in this appropriation largely for bringing current a serious backlog in the inspee- 
tor’s workload. Of course, no provision was made for the additional technical 
personnel we believe so necessary 

The cost of research projects also must be paid from this appropriation even 
though much of such work will be done in the field It is probable that unde 
our program and in accordance with the flexibility provided by the requested 
changes in language we shall find it necessary to transfer some funds from the 
appropriatious to “General administration.” 


POSTAL OPERATIONS, 1954 


This estimate covers expenditures for operating the field postal service and 
ipproximates 79 percent of the entire amount appropriated for the postal service 
\ll field personnel, together with the necessary operating supplies, equipment 
rental of space, communications, vehicles, and so forth, ar p 1 from this appro 
priatiol 

\pproximately 90 percent or $2,020 million of the funds included in this esti 
mate are for personal services of field employees Che five major groups of field 


employees consist of postmasters, supervisors, and clerks in post offices, city 


delivery carriers, rural carriers, and personnel in the postal transportation servic 

The funds in this appropriation make possible the basic service to the publi 
\s you know there are serious delays to mail in many areas lhese delays ar 
due to several factors Among these are overcrowded post offices, which greatly 
hamper the expeditious handling of the mail, the failure to provide later window 
service in the metropolitan areas, the curtailment of the late collection service 
resulting in mail remaining in collection boxes overnight, and failure to ext 
city or rural delivery service promptly to newly built-up housing or busine 

In order to correct these conditions, funds are included in this estimate for t 
personne rental costs for a limited number of stations and branches to relie\ 
crowded post offices; for the provision of later window service in the larger offices 
for additional late evening collections; for a limited extension of the city and rura 
delivery services adequate to serve newly developed arca and for additional 
necessary cost-reducing equipment. We are confident that these changes wi! 
help improve the service to the public. 

As pointed out previously, the bulk of the funds in this appropriation is required 
for payment for personal services. It is estimated t} ere Will be an increase in 
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fiscal 1954, over which we would have no control, of 3.9 percent in mail volume 
This means we will of necessity handle in fiscal vear 1954 an additional 2 billion 
pieces of mail, with an increa of only 1.5 percent in manpower This increass 
in mail volume necessitates an increase of $56,700,000 over the 1953 appropriation 


for postal operations. 
RANSPORTATION OF MAILS, 1954 


This appropriation covers all transportation items whether by water, highway, 
rail, or air The timate for 1954 contemplates a decrease of $1,280,000 under 
re estimated obligations for 1953 notwithstanding: the estimated increase of 3.9 
percent in mail volume hese savings will be aczomplished through the more 
effective use of all forms of transportation. 
Of the $574,720,000 requested in this appropriation, $79,591,000 is for subsidy 
payments to air mall carrier 


\IMS, 1954 

This appropriation provides for the pavment of tort claims against the Gov 
ernment, indemnities for the loss of domestic and international registered, insured, 
and o. d. mail, the payment of money orders over 1 year old, and for adjusted 
losses in postmasters’ accounts. One of the provisions of this appropriation is 
that uims for current and p fiscal years may be paid therefrom. All of the 

rease of $1,180,000 over 1953 is for claims for losses of domestic insured, 
registered, and c. o. d. mail. There are not sufficient funds in the current fiseal 
vear to pay all of the 1953 clair This will necessitate charging $851,000 for 1953 
claims against e 1954 appropriation 


POSTAL OPERATIONS 


Senator McCarruy. The pertinent information for postal opera- 
tions is as follows: 

The revised estimate for postal operations is $2,230,700,000 as com- 
pared with $2,174,000,000 appropriated in 1953 (includes $24 million 
appropriated in the second supplemental), or an increase of $56,700,- 
000. The total amount requested in the 1954 printed budget is 
$2,240,700,000, and when compared to the revised figure of $2,230,- 
700,000, there is a decrease of $10 million 

At this point the record will show the summary appropriations 
statements and certain justification material submitted by the De- 
partment. 

(The statement and information referred to follow:) 


Postal operations, 1954 


Annual appropriations, 1952 (including supplementals) $2, O98, 064, 210 
Budget estimates, 1953 2, 177, 000, 000 


Reconciliation of estimate to current appropriation 


Annual appropriation act, 1953, Public Law 425 _ $2, 150, 000, 000 
Second Supplemental Appropriation Act, 1953, Public Law 11- 24, 000, 000 
Total estimated obligations, 1953 2, 174, 000, 000 
Revised estimate, fiscal year 1954 _ 2, 230, 700, 000 
Estimated increase in obligations, fiscal year 1954 : 56, 700, 000 
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Analysis of estimated increase in obligations 








Estimated , . Increase (+) 
. Revised esti- 
Activity and account obligations ; or de 
=o mate, 1954 \ 
1963 crease ) 
Administration of Post-Office operations 
Salaries and travel, postmaster $133, 754, 000 $139, 400, 000 1-$5. 646. 000 
Salaries and travel, assistant postmasters 20 400, 000 21, 517, 000 +1. 117. 000 
Total, administration of post-office operations 14. 154, 000 160, 917, Of t wo 
Mail handling and window service 
Salaries an ivel, clerks, first- and second-class offices 869, 672. 000 880, 924, 000 111. 252. 00 
Salaries and travel, clerks, third-class office 3 G00. 000 4. 449. 000 +844. 000 
Contract station service 000, 000 », 450, 000 +450, 000 
( cal allowance irth-class offices 33, 000 157. 000 On0 
lotal, mail handling and window service 908, 4 000 920, 980, 000 12 545.000 
Collection, delivery and local transportation 
Collection and delivery 
Salaries and travel, city delivery carriers 483, 500, 000 498, 647, 000 +15, 147, 000 
Salaries, fees, and travel, special delivery messen- 
ers 20. 329. 000 20, 719, 000 0), OOD 
Subtotal 103, 829, 000 19, 366, 000 +] 537, 000 
Local transportation 
Salaries and travel, vehicle service 33, 504, 000 $4, 452, 000 +948, 000 
Vehicle hire | 17, 792, 000 17, 792, 000 
Government vehicle operations 9, 537, 000 9, 999, 000 +-462, OOO 
Purchase of vehicles (outside limitation 344, 000 1, 789, 000 +1, 445, 000 
Purchase of vehicles (limitation) 510, 000 602, 000 +92 000 
Salaries and travel, pneumatic-tube service 186, 000 186, 000 
Mail-messenger service 18, 921, OO 19, 287. OO +466. 000 
Carfare 2, 885, 000 3 055. 000 L170. 000 
Subtotal 83, 979, 000 87, 562, 000 +3 583. 000 
Rural delivery 
Salaries and transportation, rural carriers... 193, 055, 000 193, 580, 000 } 000 
Total, collection, delivery, and local transpor- 
tation 780, 863, 000 800, 508, 000 +-19, 645, 000 
Mail handling in transit 
ilaries and travel, postal transportation service 181, 923, 000 184, 067, 000 +2, 144, 000 


Operation and care of buildings 








Salaries and travel, custodial service 59, 107, 000 60, 318, 000 +-1, 211, 000 
Communication services 2, 100, 000 2. 270. 000 +-170, 000 
Rents 27, 851, 000 32. 261, 000 +-4. 410, 000 
Rental allowances, fourth-class offices. 4, 770, 000 4, 655, OO 115, 000 
Fuel and utility services 9, 857, 000 11, 109, 000 +1, 252, 000 
Building supplies, equipment, and maintenance 6, 706, 000 7, 331, 000 t 5, 000 

Total, operation and care of buildings 110, 391, 000 117, 944, 000 +7, 553, 000 

General postal supply services 

Salaries and travel, supplies and equipment ‘ 402, 000 31, 000 +-29, 000 
Stamps and accountable paper 14, 039, 000 14, 282, 000 $943 O00 
Equipment shops 4, 322, 000 4,351, 000 4-29, 000 
Modernization of mail equipment shops 500, 000 +500, 000 
Postal supplies and equipment 15, 990, 000 23, 000, 000 +7, 010, 000 
Printing, field service 2, 981, 000 3, 220, 000 +239. 000 
Modern mechanical and other devices (limitation 500, 000 500, 000 

Total, general postal supply services_ - 38, 234, 000 46, 284, 000 +8, 050, 000 

Total, postal operations 2, 174, 000, 000 2, 230, 700, 000 +-56, 700, 000 


JUSTIFICATION 


GENERAL STATEMENT 

Purpose of appropriation.—This appropriation, which approximates 77 percent 
of the amount appropriated for the operation of the postal service, provides funds 
for the operation of the entire field postal service with the exception of that 
required for the transportation of mail and the payment of claims. It provides 
funds for the collection, dispatch, local transportation, and delivery of mail; 
performance of all special services; distribution of mail in transit; leasing; opera- 
tion and care of buildings and grounds used by the postal field service; procure- 
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ment, manufacture and repair of mailbags and locks; and for the furnishing of 
the necessary supplies, equipment and maintenance in connection with the opera- 
tion of such activities. The personnel involved in these activities include post- 
masters, supervisors, clerks, carriers, motor vehicle employees, and all employees 
in the postal transportation service 

This appropriation is directly affected by the volume of mail and special service 
transactions The quantity of mail handled or special service transactions that 
are required of the postal service are controlled by the public and the postal 
service has no alternative but to provide the necessary manpower to handle this 
business from the public 

Trend in postal receipts and mail volume The following table sets forth a 








comparative recapitulation of revenues, volume of mail, estimated obligations 
and manpower requirements for the fiscal years 1952, 1953, and 1954 
Rever Volume Obligations SFO 
lollar ' cee (dollar manpower 
man-years 
1952 $1, 966, 000, 000 49, 400, 000,000 — $2, 088, 705, 001 485, G18. 0 
1953 2 2. 000, 000 51. 700, 000, 000 2, 174, 000, 000 4. 477.8 
Increase 186, 000, 000 2, 300, 000, 000 85, 204, 999 18. 550.8 
Percent increase 1 4 4. 6 4. O8 3. 82 
19453 2 152. 000. 000 00, 000, 000 2, 174, 000, 000 Fi 4 ~ 
1954 9 238 000. 000 700. O00. O00 Y 970)" 700, 000 511 OR 
Increase 8H, 000. OOF 2 000, 000, 000 56H, 700, 000 7. SOR 
Pere it T ‘ 00 &7 2 61 49 
Summary of re nue bu mont 
I al Fiseal Perce 
1952 1953 of ‘ 
; ¢ 25. 921 $150. 232.7 12. 78 
. 972.9 ' 01. 154. 284 4 
' { & 884 { 5 O74 9 
) Ki 1 650. 477. 142 10.89 
7A5. (02. 78 816. 22%. 844 x 04 
) 59, 1 , 1,0 12 4. 4 
| 1 1 1 993. 4 1. 24 OR. 129 wd 
Fet st 41 1, 404, 410, 515 1 SY 
/ fect mn pare j f git ay é moitat ? l by pP blre Lai 199 
U nek tre ro ‘ oO uct, effeetive la i ] 1952. 1 veight limit of 
ar | vas red i from a maximum of 70 pound 1) pounds, and a maxi 
i girth from 100 to 72 inche yr local delivery and in 
t fi 2 ul 1) pounds and 72 it for zones above that with the ex 
tion that parcers ma i to or from a rural or star rout and to or from 
off of th nad, third r fourth class are exemnp* for | etrictions 
nm « ord I ri y to mailings between offices olf 
first cla | uct is f Public Law 308 on April 9, 1952. 
| ) 1 i he 1A ory rs, and other appliances for the 
a it? l regar the ; P ic La vy 199. the previou 
imitatio f 70 p ls im we he n combined length and girth 
‘ to NDrais the full effect of 
ral La 1Y¥Y a i eo Ls et tel hat the final effect on 
1A 0 ! j iM 
CHANGE IN LANGUTAGI 
lor expenses necessary for postal operations, not otherwise provided for, and 
for other activities conducted by the Post Office Department pursuant to law, 
neluding 4500.000 to be available exclusively for manufacture and procurement 
of improved devices for postal operation and other activities: $510,000. to be 


available exclusiveity sor the purchase of trucks, tractors, and trailers; andj 
storage and repair of vehicles owned by, or under control of, units of the National 
(juard and departments and agencies of the Federal Government where repairs 
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are made necessary because of utilization of such vehicles in the postal service, 
avd not in excess of $500,000 to carry out the purposes of Public Law 513, approved 
July 11, 1952; [$2,150,000,000; Provided, That during the current fiscal vear 
the inventory of trucks and tractors of the Post Otfice Department shall not 
exceed eighteen thousand such vehicles at any time] $2,280,700,000 

Ste. 205. Not to exceed 5 per centum of any appropriation available to the Post 
O thee De partment for the current fiscal year may be trar sfer? d, with the appr val of 
the Bureau of the Budét, to ary other such appropriation or appropreattons; but the 
appropriation ‘“‘General Administration’? shall not be increased by more than 


$10,000,000 as a result of such transfers 


Sec, 206. Functions financed hy the appropriations for the current fiscal year for 
‘General Administration’ and for * Postal Operations.’ and the amounts appro pri- 
tled therefor, may be transferred, in addition to the app opriation transfers otherwise 
autho ed in this {et and th the approval of the Burea of the B idget hetween 

h appr riatior lo the extent necessary lo improve adm tration and operations. 


The additional language with reference to Public Law 513 appears necessary 
under “Postal operations’’ to permit the Department to modernize and enlarge 
the mail equipment shops. While the sum of $500,000 is included in the estimate 
for that purpose, section 12 of title 41, United States Code, indicates that specific 
reference is required in the appropriation language 

The amendments provided by sections 205 and 206 are for the purpose of 
providing sufficient flexibility to permit the type of organization at the manage- 
ment level to achieve the desired objectives for savings accomplished in the 
field In order to provide a management structure that will be able to cope with a 
continually expanding postal service considerable change will have to be made 
in the present management operations. Some transfers of functions between 
appropriations will probably be necessary in order to take full advantage of 
potential savings. For these reasons this flexibility is essential. 


ACTIVITY NO. 1, ADMINISTRATION OF POST OFFICE OPERATIONS, INCREASE $6,763,000 


This activity covers the cost of all travel and personal services for postmasters 
at all classes of offices and for assistant postmasters at offices of the first and second 
classes, including additional pay for service abroad, and overtime and nightwork 
differential in those instances where authorized by law In excess of 96 percent 
of the amounts requested for this activity represent payments for the basic 
salaries of the employees involved 

As of July 1, 1952, there were 19,224 salary increases required because of in- 
creases in postal receipts for a cost of $3,820,455 During the calender vear 1952 
it is estimated that there will be an increase in receipts ot more than 10 percent, 
part of which will be due to increases in rates authorized by law which will require 
an estimated 29.200 promotions Julv 1, 1953, app icable to the fiseal year 1954. 
Which will cost an estimated $5,840,000 in that vear 

Of the increase requested for 1954, $750,000 is for the purpose of appointing 150 
additional assistant postmasters. As of June 30, 1954, it is estimated that there 
will be 9,584 first- and second-class offices as compared with 4,048 positions of 
assistant postmasters which is 42.2 percent of the offices eligible for such positions 

Che remainder of the inerease will be required for the payment on a full-year 
basis for appointments made in 1953 


ACTIVITY NO. 2. MATL HANDLING AND WINDOW SERVICE, INCREASE $12,545,000 


This aetivity provides for the handling of incoming and outgoing mail, window 
service to the public, and the performance of administrative services in first- and 





second-class post offices. In carrying out the functions of this activity allotments 
are made for the payment of salaries and travel for clerks in first-, second-, and 
third-class offices, all supervisiors other than postmasters and assistant post- 


masters in first- and second-class offices, the payment for emergency clerical service 


and that required for separating mail at fourth-class offices and for the furnishing 
of stations under contract in both cities and rural sections. 

The major portion of the increase shown in this activity of $11,252,000 is for 
additional employment in first- and second-class offices due to the increased voiume 








of mail. The increase in manpower for 1954 over 1953 because of increased mail 
volume is 1 percent as compared with an increase in mail volume of 3.9 pereent for 
the same period. This increase will provide for the establishment of new stations 


and branches and the employment of additional personnel for an extension of 
window service 
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It is estimated that there will be 181 additional third-class offices in 1954 which 
at $1,000 each will requ an increase cf 61.3 average positions and $181,060 
At $2,955 average annual cost per position additional funds in the amount of 
$849,000 will be required in 1954. 

During t fiscal year 1952 out of 4,286 contract stations it Was necessary to 
nerease the contract rate for 1,208 of these stations for a total annual increas: 
of $432,638, for a cost of $386,391 because of part-year adjustments. The esti- 
mate includes funds in the amount of $370,000 for the renewal of stations at higher 
rates in 1954, and $47,500 for payment on a full-vear basis of contracts renewed 
during 1953 Che rema y part of the inerease will be the net cost of $32,500 
for the estal hment of 175 additional contract stations in 1953 and 1954. 
ACTIVITY NO, 3. COLLECTION, DELIVERY, AND LOCAL TRANSPORTATION, INCREASE, 

$19,645,000 
(a Collection and delive {/ \tncrease $15,537,000) 

This activity includes the payments of salaries for city and village delivery 
carriers, special-delivery messengers at first-class offices, and fees to all rural 
carriers and special-delivery messengers at second-, third-, and fourth-class offices. 
As it is devoted entirely to the pickup and delivery cf mail matter, items paid 
from this activity are obviously affected by changes in mail volume. 


For the fiscal year 1953 it is estimated that there will be used 125,341.9 years 
of service for the handling of 51,700,000,000 pieces of mail. For the fiscal year 
1954 the volume of mail is estimated at 53,700,000,000 pieces, an increase of 3.9 


percent over 1953. To handle this increased volume the estimate provides an 
additional 408 average positions, an increase of .33 percent over 1953. 

Included in the estimate for 1954 are funds in the amount of $500,000 for the 
payment of approximately 130 average positions for the purpose of providing late 
collections at the larger post offices for which there is an urgent need. 


Necessary extensions of service and new city delivery routes will require 3,237 
additional average positions in 1954. 

This estimate also provides for the employment of an additional 99 jobs in the 
special-delivery messenger category at a cost of $390,000. 


(bh Local trans po talion (increase, $3,583,000 


This activity covers the payment for all local transportation of mail including 
the collection and delivery of letter mail and parcel post. It involves payment 
of salaries and travel for employees engaged in the vehicle service; the payment 
for the hire of contract vehicles; the cost of operating Government-owned vehicles; 
the purchase of vehicles of all types; the payment of the salaries and travel of the 
employees engaged in the pneumatic-tube service in New York, N. Y.; the pay- 
ment for all mail messenger service; and the cost of all carfare used in the city 
delivery service. 

The estimate provides for an increase of 269.6 average positions in 1954 over 
1953, which includes 33.5 carried over from 1953 because of part year appoint- 
ments. This increase, which approximates 3.2 percent over that of 1953, is 
primarily for substitutes caused by a greater volume of mail to be transported 
and a greater number of trucks to be driven in service. 

Contractual services show an increase of $150,850 over 1953. In the rearrange- 
ment of the vehicle fleet together with the addition of new vehicles it is contem- 
plated that a number of offices that do not now have Government-owned trucks 
will have such equipment furnished in 1954. In order to provide for servicing 
these additional units that do not have a Government garage, contracts will have 
to be executed for such maintenance. The increase of $396,271 represents the 
additional supplies and materials cost for repairs of new trucks added to the fleet 
during the past several years. In order to provide service for the expanded 
Government-owned fleet it will be necessary to provide equipment for 19 addi- 
tional rented garages which will cost an additional $190,000 in 1954. In addition 
to this item approximately $63,000 will be required to provide for the replacement 
of obsolete equipment and the installation of new and modern garage equipment 
in other garages. 

The estimate also provides for the purchase of vehicles, outside limitations, at 
a total cost of $1,789,000, an increase of $1,445,000 over 1953. 

The estimate further contemplates the purchase of 314 new trucks which will 
be used for the replacement of vehicles now used on a contract basis. It is con- 
templated that the Department will own 18,165 trucks and truck tractors by 
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June 30, 1954 At present there is a limitation of 18,000 su 


Department may own, and as stated in the forepart of 
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(c) Rural delivery (ancrease $525,000) 

This allotment account is for the purpose of paying for the salaries of rural 
sarriers, necessary official travel, equipment maintenance, and all other incidental 
xpenses related to the rural delivery service, including the replacement for such 
carriers While on sick or annual leave 

The increase for new rural routes and extensions will approximate $500,000, 
a major portion of which is the carryover cost of extensions and 300 new routes 
estimated to be established in 1953. The remainder of $25,000 results from lon- 
gevity promotions, heavy duty allowances and increased mileage, nearly offset 
by savings in personnel turnover and substitute service 


ACTIVITY NO. 4. MAIL HANDLING IN TRANSIT, INCREASE $2,144,000 


This activity covers the salaries of employees and supervisors of the postal 
transportation service who are engaged in the handling and distribution of mail 
in terminal post offices and post offices on railroads and in highway post office 
buses. Only one allotment account is included in this activity. 

The increase of $2,144,000 provides for the employment of 425.4 additional 
employees. Prior to the enactment of Public Law 199, which was approved 
October 24, 1951, parcels in excess of 20 pounds, or 40 pounds for the first 3 
zones were generally handled as outside pieces and went directly from the post 
office to the railroad. At terminal points of the railroad they were handled and 
transferred from one train to another without requiring any handling by the 
postal service. Since January 1, 1952, there has been a steady decline in the 
number of outside pieces with an increase in sacks of parcel post ‘dispatched. 
The net result is that the increased number of smaller parcels that are now sacked 
must be handled by postal employees and the postal transportation service in 
terminals. 

Relationship of actual average employment to total mail volume for the fiscal 
vears 1947 to 1952 and comparable estimates for the years 1953 and 1954 
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Percent in- Percent in- | Average «m- 


Mail volume Average 





Fiscal veat million of crease over paid em- crease over ployment 
pieces previous ployment previous per million 
year year pieces 

1947 37, 428 0. 8331 
1045 40, 280 1-7, 62 2.73 7952 
1949 43, 555 +8. 13 5. 04 7791 
1904 45, 064 +3. 4¢ +1. 81 . 7666 
1951 46, GOS +4. 09 +-1. 90 - 7505 
1952 49, 400 5. 31 +6. 39 75R2 
1953 (est att 1, 700 +4. 6 7. 21 7767 
19054 (est ate 53. 700 3, 87 40, 580. 6 +1. 06 7557 


ACTIVITY NO. 5, OPERATION AND CARE OF BUILDINGS, INCREASE $7,553,000 


This activity covers the expenses necessary for the operation and care of al 
leased quarters in which post offices are located and Federal buildings under the 
jurisdiction of the postal service This involves the payment of salaries of the 
custodial service necessary to clean this space; the payment for telephone and 
telegraph service; all rents whether for leased quarters or otherwise, including 
allowances to postmasters at offices of the fourth class; payment of all fuel and 

tilitv services; and the furnishing of supplies, equipment, and maintenance for 


the buildings involved 
More than half of the inerease in this activity, or $4,410,000 is for the rental 


of new space. The balance of the increase is apportioned for the payment of 
additional custodial service; increased telephone and telegraph service; added 
rental allowances for fourth-class post offices: increased fuel and utility services; 


and the furnishing of extra supplies and equipment. 
ACTIVITY NO. 6. GENERAL POSTAL SUPPLY SERVICES, INCREASE $8,050,000 


This activity provides for the payment of the salaries and necessary travel of 
personne! in the Division of Equipment and Supplies and the equipment shops in 
the District of Columbia; and the purchase of all postage stamps, postal savings 
certificates and moneyv-order forms are provided through this activity in addition 
to all other necessary postal supplies and equipment for the field service. The 
Government Printing Office operates printing plants at New York, N. Y 
Chieago, Ill.: San Francisco, Calif.; and Seattle, Wash., in which printing for 
post offices is also done; payments for this service are provided by this activity. 
The purchase of modern mechanical and other devices is also charged to this 
activity 

The cost of $7,010,000 for postal supplies and equipment constitutes the major 
portion of the increase in this activit, The next largest item of $500,000 is for 
modernization of the mail equipment shops Also included in this increase is 
$29,000 for salaries and travel of mechanicians who install, adjust, and repair 
mechanical equipment at post offices throughout the country; the sum of $243,000 
for the printing of stamps and accountable paper; an increase of $29,000 for an 


additional 8 positions in the mail equipment shops to fill vacancies and for 
longevity promotions; and an increase of $239,000 in the printing, field service 
In connection with the latter item $169,000 represents price rises effective July 


1952 of 6 percent on Government Printing Office products and 23 percent on 


Bureau of Engraving material and $70,000 for payment to the Government 
Printing Office for the packing and shipping of supplies to field supply offices 
in 1954 


TRANSPORTATION OF MAILS 


Senator McCarruy. For the record, the following information is 
concerning the appropriation, ‘Transportation of mails.”’ 

The revised budget estimate for this item is $574,720,000 as com- 
pared with $576 million obligated in 1953, or a decrease in obligations 
for fiseal 1954 of $1,280,000. The 1954 printed budget estimate is 
$634,820,000, as compared to the revised figure of $574,720,000, 
reflecting a decrease of $60,100,000. 
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At this point the record will show the summary appropriations 
statements and certain justification material submitted by the Depart- 
ment. 

(The information referred to follows:) 


Transportation of mails, 1954 


Annual appropriations, 1952 (including supplementals $565, 000, 000 
Budget estimates, 1953 616, 600, 000 


Reconciliation of estimate to current appropriation 


Annual appropriation act, 1953, Public Law 425 $616, 000, 000 
Second Supplemental Appropriation Act, 1953, Public Law 11 24, 300, 000 
Kstimated additional savings, 1953 15, 700, 000 
Total estimated obligations, 1953 576, 000, 000 
Revised estimate, fiscal year 1954 574, 720, 000 
Estimated decrease in obligations, fiscal year 1954 1, 280, 000 


Analysis of estimated increase in obligations 


Estimated Re ed Increase 
Activity and account obligations, estimate, or 
1953 1954 decrease 
Water transportation 
Powerboat service $3, 203, 000 $3, 564, 000 +-$361. 000 
Foreign mail transportation 14, 783, 000 15, 000, 000 O17. OO 
Subtotal 17. 986. 000 18, 564, 000 +578. 000 
ruck tranusportatior 
Star-route service 41,221,000 43, 6459, 000 , 438, 000 
Contract highway post offices 1, 236, 000 2, 091, 000 +855, 000 
Government highway post offices 1, 478, 000 1, 478, 000 
Short-haul truck service 8, 321, 000 14. 654. 000 +6, 333, 000 
Subtotal 52, 256, 000 61, 882, 000 +-9, 626, 000 
Rail transportation: Railroad service 352, 550, 000 344. 910. 000 7, 640, 000 
Air transportation 
Domestic air mail service 72. 634, 000 74, 749, 000 +-2, 115, 000 
Foreign air mail service 63, 264, 000 63, 724, 000 +460. OO 
Subtotal 135, 898, 000 138, 473, 000 +2. 575, 000 
Terminal and transportation charges by foreign countries 17, 310, 000 10, 891, 000 6, 419. 000 
l'otal, transportation of mails 576, 000, 000 574, 720, 000 1, 280, 000 


JUSTIFICATION 


GENERAL STATEMENT 


Purpose of appropriation.—This appropriation covers all items involving the 
transportation of mail by air, land, or water. Such methods of transportation are 
star route service, highway post offices, short-haul truck service, railroad and 
electric car service, air mail service, and all types of foreign mail transportation. 

Basis of estimates.—This estimate provides for the transportation of the volume 
of mail estimated for the fiscal year 1954. It involves expansion to some extent 
of the short-haul truck service and contract highway post office service. The 
rates for air carriers are based on the estimates with respect to pending and future 
rate changes submitted by the Civil Aeronautics Board. 

Estimated savings, 1953.—The latest figures available for transportation service 
indicate a savings in the amount originally appropriated of approximately $40 
million. Of this amount $24,300,000 was transferred to other appropriations by 
Public Law 11, approved March 28, 1953, leaving a net savings of $15,700,000 
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This has been brought about through the expansion of the short-haul truck pro 


gram and the better utilization of storage cars at heavy originating mail points 


which has resulted in more efficient service as well as lower rate of transportation 


by railroa Is 


A VITY NO. 1, WATER TRANSPORTATION—INCREASE $578,000 
This activity the transportation of mail by powerboat within the United 
States, to Alaska, Hawaii, and Puerto Rico, and by steamship to foreign countries, 
and handling and stevedoring of mails at portsin the United States and _ its 
Territorie 

It is contemplated that 5,361,000 pounds more of mail will be transported by 
powerboat on the inland and coastal waterways of the continental United States 
and Territories in 1954 than jin the preceding vear at an increased cost of $280,761 
Based on previous experience it is also expected that the inerease in rates for 
contract service for transporting this mail will increase in 1954 by approximately 
$80,239, making a total additional amount required of $361,000 


The estimated increase of $217,000 in foreign mail transportation approximates 
1.5 percent over that required for 1953. Of this amount $12,831 is due to in 
creased rates t by the Universal Postal Union effective January 1954, the re 


maining $204,169 being required for the handling of the increased volume of mail 
at the current ra 


ACTIVITY NO, 2, TRUCK TRANSPORTATION INCREASE $9,626,000 


rhis activity covers the transportation of mail between post offices by star 
route in the United States and Alaska, Government-operated and contract 
highway post offices, and truck contractors 

The major increase for star route service will be because of necessary readjust- 


ments due to inereased m 





volume, resulting in the need by the contractor of 


larger and more expensive equipment The estimate made for 1954 will ap- 
proximate $986,067 which, added to the full year cost amounting to $310,500 for 
adjustment made in 1953, will increase the cost in 1954 by $1,296,567. The 


remainder of the increase will be for necessary renewal of contracts, extensions 
of routes, and increases in frequency of routes 

The cost of new contract highway post office routes in 1954 will approximate 
$819,000 which includes $119,000 part-year cost of the routes established in 1953. 
The remaining cost of $36,000 will be required for minor readjustments, exten- 
sions, and detrours which must be paid for under the contract. 

It is contemplated that the short-haul truck service program will expand in 
1954 on approximately the same basis as during the preceding fiscal year, as addi- 
tional terminal facilities become available and the field service completes surveys 
of all primary areas where mail may be profitably diverted from rail to truck. 
About 17 routes a month will be established The average route cost for new 
routes should be lower as the program will cover a mixed service area of smaller 
and larger centers representing a composite of activity in prior fiscal years. It is 
expected that the broad development of the program will be completed in 1954. 


ACTIVITY NO $, RATII TRANSPORTATION DECREASE $7,640,000 


This activity covers the transportation of mail by railroads in the United States, 
Alaska, and Puerto Rico, and by urban and interurban electric railways in the 
United States. 


ACTIVITY NO. 4, AIR TRANSPORTATION——-INCREASE $2,575,000 


This activity covers transportation of mail by air between points within the 
United States and Alaska, and to United States Territories and possessions and 
foreign countries 

The estimates for this activity are made by the Civil Aeronautics Board as set 
forth in the following letter from the Executive Director dated March 6, 1953. 

“In response to your request for revised estimates of mail pay requirements for 
certified air mail carriers for the fiscal years 1953 and 1954, there are summarized 
below current estimates by groups of carriers: 
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Service 1 , : lotal mail 
ibsidy 
pay pay 
I il year 1953 
Domestic trunklines $32. 118. 000 $4, 444, 000 $36. 562. 000 
Local service 1, 217, 000 22, 259, OOO 2%. 476. 000 
Helicopter 1. 876. 000 1. 876. 000 
lerritorial service 2. 159, 000 8. 561, 000 10, 720. 000 
otal domestic 37, 370, 000 35, 264, 000 72. 634, 000 
International service 16. 107. 000 44. O84, OOO 60. 169. O00 
Total 3, 477, OOF 79, 326, 000 132. 803. 000 
Fiscal year 1954 
Domestic trunkline 33. 500. O00 } TOS. 000 wo 
Local service 1, 388, O00 22, 471, OO O00 
Helicopter 2. 666, O01 > #66. OOO 
lerritorial service 2, 269, 000 8, 747, 000 11, 016, 000 
otal domestic 10, 823. O00 34. 926. 000 4. 749, 000 
International service 16, 472, 000 14, 665. 000 61, 137, 000 
Total 56, 295. 000 0, 591, 000 135. 886. 000 


‘As in the past, these estimates reflect levels of mail pay based upon current route 
structures, and do not purport to include the effect upon mail pay of proposed 
route extensions or modifications.” 

The Post Office Department classifies certificated carriers in a different manner 
than the Civil Aeronautics Board. The general classification of international 
carriers by the Post Office Department includes (a) transatlantic carriers, Latin 
American carriers, transpacific carriers, and international stub-end operations of 
domestic carriers; (b) classification of international carriers by Civil Aeronautics 
Board includes the above-mentioned categories plus Hawaiian, States-Alaska, 
intra-Alaska, and Caribbean-Atlantic operations 

The increase for domestic air mail service provides for the payment of com- 
pensation to United States domestic, Territorial, and Alaska certified airlines for 
transporting mail at rates prescribed by the Civil Aeronauties Board. 

At the Universal Postal Union Congress held in Brussels, Belgium, during May 
and June 1952, it was decided that effective July 1, 1953, rates paid foreign-flag 
air carriers for transportation of United States international mails will be reduced 
from 6 and 3 postal gold franes per ton-kilometer (a combination flat rate of 5 
postal gold franes for service to and through Europe) to 4 and 3 postal gold francs 
The majority of our payments to foreign-flag carriers will be reduced from 5 to 4 
postal gold franes, or an overall reduction to these carriers of approximately 20 
percent The combined effect of these calculations is an increase in 1954 of 
$460,000 


ACTIVITY NO. 5, TERMINAL AND TRANSPORTATION CHARGES BY FOREICN COUNTRIES 
DECREASE $6,419,000 


This allotment is for payments to foreign countries in accordance with inter 
national postal convention or agreements for the transportation and handling by 
their domestic postal services of mails of U1ited States origin. This allotment 
covers current and prior fiscal vears. The terminal charges are paid only on 
parce! post. Transit charges cover all classes of mail originating in the United 
States and transported across the territories of foreign countries by their postal 
services while en route to destination, 

This estimate is based on the average rate of $36 per thousand pounds of mail 
now paid for terminal and transit arges which is applied to the estimated 


} 





volume of surface mail for foreign destinations subject to these charges. During 
and since World War II accounts have usually not been settled until approximately 
1 vear from the time the actual service was performed In some cases settlements 


were made much later because of unsettled conditions during and since that war 
This backlog has gradually been overcome, however, and the accounts are now 
being received and settled much more regularly and currently. For this reason 
$17,310,000 will be spent for this purpose in 1953 but in 1954 the settlement of 
these accounts will be on a more current basis and will require only $10,891,000, 
a decrease of $6,419,000. 
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CLAIMS 


Senator McCarruy. The last appropriation item is for ‘“Claims.’’ 
The record will show at this point the following pertinent information: 

The revised budget estimate for this account is $7,280,000 as com- 
pared with $6,100,000 appropriated in 1953, or an increase of 
$1,180,000. The 1954 printed budget figure is identical with the 
$7,280,000 shown in the revised budget estimate. 

The record will show, at this point, the summary appropriations 
statement and certain justifications material submitted by the 
Department. 

(The information referred to follows:) 


Claims, 195 reconciliation of estimate to current appropriation 
Annual appropriations, 1952 (including supplementals) $5, 750, 000 
sJudget estimates, 1953 : : 5, 800, 000 
Annual appropriation act, 1953, Public Law 425 5, 800, 000 
Second Supplemental Appropriation Act, 1953, Public Law 11___--- 300, 000 
Total estimated obligations, 1953 6, 100, 000 
tevised estimate, fiscal vear 1954 7, 280, 000 


Estimated increase over amount appropriated to date for 1953 1, 180, 000 


Analysis of estimated increase in obligations 


| Estimated Net increase 
Activity and account obligations, | novel oat | (+-) or de- 
| 1953 . crease (—) 
Personal and property damage claims: Damage claims $828, 000 | $528, 000 — $300, 000 
Adjustment of losses in the accounts of postmasters and others: } 
Adjusted losses 66, 000 66, 000 
Indemnities 
Indemnities, domestic mail 4, 512, 000 5, 992, 000 +1, 480, 000 
Indemnities, international mail 44, 000 44, 000 
Subtotal 4, 556, 000 6, 036, 000 +-1, 480, 000 
Claims for money orders invalid by reason of age: Unpaid | 
money orders 650, 000 650, 000 
Total, claims 6, 100, 000 7, 280, 000 +1, 180, 000 


JUSTIFICATION 
GENERAL STATEMENT 


Purpose of appropriation.—This appropriation is for the purpose of paying 
claims arising from personal and property damage claims against the Post Office 
Department; adjustments in the accounts of postmasters and other types of 
losses ; indemnities to postal patrons for losses of, or damage to, registered, insured, 
and collect-on-delivery mails; and claims for money orders invalid by reason of age 

Basis of estimate.—With the exception of allotment account 421, ‘“Indemnities, 
domestic mail,”’ no increase for 1954 is estimated over that provided for 1953 in 
the other four allotment accounts. This is a conservative estimate considering 
the general increases in postal business. 


ACTIVITY NO. 1, PERSONAL AND PROPERTY DAMAGE CLAIMS, DECREASE $300,000 


The purpose of this allotment account is to provide funds for payment of claims 
filed against the Government for damages to persons or property under the Fed- 
eral Tort Claims Act (28 U. 8. C. 2672). For the fiscal year 1950, 5,368 claims 
were paid at an average of $95 each, and 5,762 were paid in 1951 at an average of 
$84 each. During the fiscal year 1952 there were actually paid 5,472 claims at 
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an average of $96 each, for a total of $528,000. The estimate for 1954 is the same 
as the actual experience for 1952, the last completed fiscal year. 

The appropriation for this account in 1953 is $828,000, including a supple- 
mental of $300,000. This supplemental became necessary because of an increase 
in both volume and average cost of claims over the original estimates, particu- 
larly with reference to compromise settlements of court suits. These compromise 
settlements have ranged from $65 to $45,000 during 1953, making it most difficult 
to estimate requirements accurately. 

In order to keep the estimate for this account at as low a level as possible con- 
sistent with foreseeable needs, it is based on the assumption that the 1953 upward 
trend in volume and cost is temporary and will recede to the 1952 level of $528,000, 
which was the highest since 1949. If the present volume and cost trend carries 
through 1954, it will become necessary to request additional funds at that time. 


ACTIVITY NO. 2. ADJUSTMENT OF LOSSES IN THE ACCOUNTS OF POSTMASTERS AND 
OTHERS 


This allotment enables the Postmaster General to pay or credit postmasters and 
Army, Navy, Air Force, or Coast Guard mail clerks and assistant mail clerks with 
the amount of public funds, postal notes, or stamp stock ascertained to have been 
lost through burglary, fire, or other unavoidable casualty, when such loss resulted 
from no fault or negligence on the part of the claimant and does not in any case 
exceed $10,000. During the fiscal year 1952 there were actually paid 463 claims 
in the amount of approximately $66,000 The estimates for both 1953 and 1954 
are predicated on exactly the same basis 


ACTIVITY NO. 3. INDEMNITIES INCREASE $1,480,000 


This activity provides for the payment of indemnities for losses cf, or damage to, 
domestic and international registered, insured, and c. 0. d. articles mailed in current 
and prior years. 

More than 90 percent of the number of domestic claims received and processed 

for insured mail. The estimate is based on the number of claims in relation to 
number of mailings as follows: 


Number of 


The average cost per claim in 1952 was $9.11 and substantially the same average 
is used in arriving at the estimated cost of claims processed in 1953 and 1954 
While the number of claims received and processed each vear remains relatively 


} 


constant, as indicated by the foregoing table, such claims may be paid from funds 


currently available. The language of the appropriation from which these claims 
are paid permits the settlement of claims for current and prior fiscal year 
\nalvsis of international indemnity claims handled fiscal vear 1952 
eceipt and disposition of claims in 1953 and 1954 
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It has been the practice heretofore to pay all claims for preceding vears out of 
prior vear funds to the greatest extent practicable This involves additional 
bookkeeping and the practice is being changed beginning with the fiscal vear 
1953 in that all claims received in any given fiscal year chargeable to this account 
will be paid from funds allotted for that vear. Asa result of this change in system 
all of such claims received in 1953 originating from mailings made in 1952 will be 
paid from > funds which will create some savings in the amount available for 
1952, but the full amounts « imated will be required in both 1953 and 1954 whi 
are based on equal 1 er of claims estimated to be paid 


ACTIVITY NO. 4. CLAIMS FOR MONEY ORDERS INVALID BY REASON OF AGE (INCREAS 
$1.180.009) 


This allotment account is for the purpose of paving for the face value of unpaid 
money orders more than | year old whic aw (39 U.S. C. 718) have becom: 
invalid for payment and for w h the onlv means of reimbursement to holders 
provided by appropriation from postal revenues 

During the fiscal vear 1950 there were approximatelv 303,729,341 monev orders 
issued and in 1951 there were 322,933,646 such orders issued. The actual amount 
paid in 1952 for money orders issued during prior vears because of age was 
$462 684 Following the discontinuance of postal notes on March 31, 1951, the 
number of money orders issued has increased steadily During 1952 there were 
395,255,000 issued and it is estimated that not less than 400,512,000 will be issued 
in 1953 and over 405,000,000 in 1954 Beeause of this inerease in number it is 
contemplated that not less than $650,000 will be required in both 1953 and 1954 


for the payment of claims arising from this soure 





Senator McCarruy. Your statement is quite complete Mr. Hook. 
If there are no further questions we thank you very much. 

The record will show at this point the statement of Mr. George L. 
Warfel, president of the National Association of Special Delivery 
Messengers: 

(The statement referred to follows:) 


STATEMENT BY GreoRGE L. WARFEL, PRESIDENT, THE NATIONAL ASSOCIATION O} 
SpecIAL DeLiveRY MESSENGERS 


SPECIAL DELIVERY SERVICE 


Prior to 1945: This service was authorized by act of Congress in 1885, under 
which mailable matter to which special delivery postage has been affixed (in addi- 
tion to lawful postage), shall be entitled to immediate delivery at office of desti- 
nation, responsibility for immediate delivery being placed on postmasters. 

Postmasters were authorized to appoint special delivery messengers who were 
paid by the piece delivered, first at 8 cents each, later increased to 9 cents. 
Delivery was effected by street car, bicycle, on foot, etc., until automobiles became 
dependable when a ‘‘no car-no job” rule developed, all expense of operation and 
maintenance of vehicles being borne by the messengers. With the much faster ser- 
vice provided by motorization the volume of ‘specials’ ’increased rapidly. As the 
volume increased, the difficulties, inequalities, and injustices inherent to a piece- 
work system of remuneration also increased until it became difficult to retain 
experienced, capable men, or to recruit replacements with the high qualifications 
required. Contracts for handling the special delivery service were experimented 
with at various offices, but proved entirely unsatisfactory. 

Effective July 1, 1945, Public Law 134, section 22, was enacted “to provide a 
better special delivery service.’’ To do this three changes were made: (1) special 
delivery messengers were placed on a salary basis ($300 per year less than the 
salary applying to clerks and city delivery carriers), (2) established an automo- 
tive equipment rate of 7 cents per mile, or at the option of the Postmaster General, 
90 cents per hour. (The optional rate was applied since it was based on 7 cents 
per mile, the average daily miles required in delivery, and the average time used 
daily in making deliveries. Therefore, the aggregate cost to the Department 
would be approximately the same whichever rate were used); (3) the position of 
special delivery messenger was placed under competitive civil service, following 
out the specifically stated committee intent. 

Congress has doubled special delivery postage rates (required in addition to 
regular postage) since 1944. The present fee for letter mail is 20 eents. 
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Special delivery patrons pay 666 percen’ in additio 
233 percent additional when sent via air mail. Failur 
so as to provide the prompt service paid for is to perpet 

Why a deficit in special delivery? The laws above 
Congress to make it possible to give the patron the service he 
and to do so within the revenues provided by the additional 
paid. Our membership is firm in the belie 

at the deficit can be soon entirely elir 
aw as oted below 

Give special attention to the pecial 
prompt service is generally not the fault 
Present and past policy as followed by postms 
ot post offices irrespective of written instrue 
t he spt cial delivery section of the office as 
tance than ordinary postal service And thi 
great increase in supervisory personnel. What 


together with an inclination to develop the livery rvice to 


ws bens 


potential. Great demands for this servic ist, bot 1 the part of business 


and urgent personal matters. By rendering th rvic id for the volume 
1s 


will increase by leaps and boun As the volume increased, the deficit will 

disappear. Two specific illustrations this failure to give special delivery 

service proper attention follow. 

1. Failure to take advantaae of, and fully follow thro gl on he classification of the 
position o; special delivery messengel 


In quite a few larger offices when the needs of the special delivery servic 


require additional personnel on practically full time basis, a substitute city letter 
carrier is appointed and assigned to perform special-delivery duties until such 
time as he reaches the top of the subcarrier list. By that time he is well enough 
trained to be of benefit to the special delivery service However, he is then 
assigned to letter carrier duty and a new subcarrier appointed and assigned to 
special delivery, who must be trained at considerable expense \ new man on 
special delivery requires 2 to 3 times the amount of time which is needed by an 
experienced special delivery messenger to deliver the same number of ‘‘specials’’.) 
In addition to delaying specials such a practice increases expense because of the 
carrier pay rate being higher than that of the special delivery messengers Also 
in some offices there has developed a practice of diverting a large volume of 
“specials” from the special delivery messengers to city letter carriers for delivery 
Even though in some instances the “specials’’ may not be delayed, the patron 
feels he is being cheated when delivery is made by a city carrier on his regular 
rounds 


) 


2. Use of post office trucks foo special delive ry. 

Section 22 (d) of Public Law 134 set the rate of pay for the use of the special 
delivery messengers’ cars, with the intent that they be used for delivery. These 
cars provide the ideal vehicle for giving prompt service. However, orders of the 
Department are (1) to use post office trucks whenever available, (2) when trucks 
are not available to secure vehicles under contract, if possible, and (3) to use 
special delivery messengers’ cars if necessary to supplement availability of vehicles 
under Nos. (1) and (2) above. 

A recent survey by our association indicates the percentage of various sized 
trucks used in special delivery to be as follows: 


All post offices where trucks are used for special delivery (either Percent Perce 
full, or part time) 61 
Post offices where trucks are used exclusively 49 


Trucks delay the service. Careful studies in several offices comparing necessary 
man-hours of special-delivery messengers for truck delivery with passenger cars 
prove this conclusively. Supervisors of several carefully managed offices found 
use of trucks required an increase of 33 percent in man-hours of employment to 
deliver the same amount of mail and deliver it promptly. Therefore, in order to 
use trucks and keep down costs, the practice is to curtail the service 
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The use of trucks is bad psychology. The average patron is incensed at seeing 
a truck pull up to his residence or place of business to deliver a special-delivery 
letter 

Our studies indicate the cost of the use of post-office trucks as compared to 
the use of the messengers’ cars (considering vehicle costs only) increases Depart- 
ment costs. When consideration is given to the additional man-hours requifed 
by the use of trucks to give proper service, which is necessary to present the full 
facts, the additional cost of using trucks in place of the messengers’ cars adds up 
to several million dollars annually 


rHE LAW RELATING TO VEHICLES USED IN SPECIAL DELIVERY AND ITS INTENT AS 
SHOWN BY THE HEARINGS 


Sec. 22 (d) Public Law 134, as amended, sets the automotive equipment rate 
which shall be paid when a special-delivery messenger uses his vehicle on the job, 
at 7 cents per mile, or at the option of the Department, 90 cents per hour. 

The 90-cent rate per hour—how arrived at: The Congress had established a 
rate of 7 cents per mile for rural carriers which was the average experienced cost 
per mile for car operation at that time, therefore 7 cents per mile was determined 
as a fair rate for messengers’ cars also. Upon recommendation of the Department 
an alternate hourly rate was then computed based on these factors 

Seventy miles per day was determined as the average miles of on-the-job driv- 
ing by me ngers daily The actual average daily use of their cars on the job 
was 544 hours. Therefore 70 times 7 equals $4.90, divided by 5% gives 89 cents 
The committee set the rate at the closest even figure—90 cents 

Background: More than 90 percent of the special-delivery messengers were 
required to own, operate, and maintain a suitable vehicle in order to obtain, and 
thereafter retain, their job It was, therefore, the obvious intent of the com- 
mittee that the messengers should continue to furnish the necessary vehicles 
Most certainly it was never intended that post-office trucks or contract vehicles 

| 


i 
should be ordered into use without any warning, or without sufficient warning to 
enable the messengers to protect themselves on installment notes which had been 
incurred to provide a car for required use on the job After 2 years of this officials 


of the motor-vehicle service put out a letter authorizing continued use of the 
messengers’ cars until paid for, but this provision was more honored in the breach 
than in observance 


“Spec. 22. (f) The Postmaster General may provide or hire vehicles under an 
allowance basis for use in the delivery of special-delivery mail whenever the exi- 
agence ot the ervice may require : 

Lhis clause wa uggested by Department official when in pite of their opposi- 
tion to the establishment of a fair automotive equipment rate by law, and their 
insistence on a contract basis (if anything) the committee, after due consideration, 
saw fit to set a definite rate Department ofticials then held that the Postmaster 


General should have some leeway to protect the service in event of emergency 
hich appeared rea onable to all concerned 


\pproximat | vear later the Solicitor for the Department rendered an 
opinion that ix clause gives the Department the right to use Government 
owned or contract \ ick at an or all times However, no dictionary gives a 
meaning for the rd “exigenev’”’ other than ‘‘akin to emergenev.’’ Also it is 
‘lear that had the committee intent been in accord with the Solicitor’s opinion 
the last eight words of section 22 (f), italicized above, would have been omitted 
irom t 

Under the reumstances universal opinion of the messengers is that the 
Depart administration of the act constitutes a moral, if not a technical, 
violation of t aw 

As to the « mal rate of 90 cents per hour or the 7 cents per mile, it would 
make little difference in the aggregate amount of automotive equipment paid by 
the Department throughout the service The Department chose to use the 
hourly rate as a matter of convenience The hourly rate worked out more 
equitable for the messengers in congested cities where less driving was required 
Later the Department ordered post offices in several congested cities to use the 
7 cents per mile rate. The result was that some messengers protested vigorously 
for the reason their average driving was only approximately half of that of the 


entire country, and therefore the “car hire’’ received was insufficient to cover 
the expense involved 

The Department’s action in this matter is difficult to explain since the messen- 
gers in Omaha, Nebr., backed by their postmaster, were refused permission to 
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use the 7-cent rate to get away from driving 1929 and 1932 trucks in subzero 
weather, even though a 2-week test proved their average driving to be 79 miles 
per day. This gave rise to the feeling among the messengers that the motor- 
vehicle officials could not offer as good arguments for the use of trucks on a 
mileage basis as could be developed on an hourly basis. 

Detailed and extensive studies have more recently been made by the Brookings 
Institution who report the average cost of passenger-car operation to be 8.5 cents 
per mile. Most messengers feel that they can “break even’’ on the 90 cents 
hourly rate, and are willing to furnish their cars provided they are assured of using 
them at that rate whenever they are assigned to duty. These men are primarily 
interested in good service on which the future of their job depends. A few have 
been caused so much difficulty on the matter by the Department that they are un- 
willing to furnish a car for job use. They have been forced into a situation of 
feeling that if the Department isn’t concerned about the delays and added expense 
of the trucks why should they again stick their necks out? 


POLICY OF POST OFFICE DEPARTMENT RE VEHICLES USED IN SPECIAL DELIVERY 


1. Use of Government trucks to full extent of availability. This includes trucks 
of any size available, and is not limited to “smaller trucks’’ as might be concluded 
from the report of the Postmaster General. (See report on size of trucks in use 
p. 10.) 

2. Whenever sufficient trucks are not available for requirements of 
special delivery, postmasters are instructed to advertise for competitive bids to 
furnish vehicles under contract, with a ceiling rate of 90 cents per hour. 

Departmental instructions to postmasters are to urge special-delivery messen- 
gers to bid. This has brought about coercion and intimidation of special-delivery 
messengers by many postmasters and supervisors in endeavors to obtain the use 
of the messengers’ cars at a lesser rate than 90 cents per hour although the law 
specifically states special-delivery messengers shall be paid the rate specified when 
their cars are used, 

3. When additional vehicles are required (other than those available under 
Nos. 1 and 2 above) then special-delivery messengers are called upon to furnish 
their personally owned cars at automotive equipment rate of 90 cents per hour. 

The official attitude of the Department is that special-delivery messengers are 
not required to have their personally owned cars available; that furnishing them 
is entirely voluntary on the part of the messengers. 

The facts are: Postmasters are, by law, held responsible for prompt delivery of 
special-delivery mail, and the Department has issued no general instructions to 
postmasters to permit withdrawal of messengers’ cars from job use when requested. 
Therefore, when trucks or contract vehicles are not available the messengers are 
ordered to use their own cars, 

Announcements of civil-service examinations to be held for qualification for 
the position of special-delivery messenger bear the following statement under the 
caption “General Requirements”: 

“Furnishing motor vehicle: For some special-delivery-messenger positions, per- 
sons who are unable to furnish a suitable motor vehicle will not be considered.” 

More than half of the special-delivery messengers employed must, by orders 
of their postmaster, have personally owned cars in good condition available for 
use on the job at the convenience of the Department. Only by full-time use of 
their cars on the job can the messengers hope to receive sufficient ‘‘car hire’’ to 
break even with the additional car expense involved’ by job use. Maty of these 
men obtain less per annum in car hire than is required to obtain the commercial- 
type of insurance necessitated for job use, with the result that they must dig 
into their salary to pay for gas, oil, and other operating expenses incidental to 
using their cars for mail delivery. 


COST OF TRUCKS VERSUS USE OF MESSENGERS CARS 


In order to arrive at an unbiased and accurate comparison of the cost of the 
use of post-office trucks with that of the privately owned cars of special-delivery 
messengers at the rate stipulated by law, it is necessary to use the same method 
of determining the costs involved in each instance. That is not done by the 
motor-vehicle service wherein they allege a savings of approximately one-third 
by use of trucks. 

A truck assigned to the special-delivery service is charged from the time it is 
checked out until its return to the post-office garage, although it may at times 
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sit idle by the post office for several hours. The special-delivery messengers’ 
cars cost the Department 90 cents per hour only when actually in use in delive ry 
of mail. In the following diagram the same method of computation is used, 
Where’s the saving by use of the truck? 





t 


lutomotive equipment for speciat-delivery service—Comparison of costs 


| sp . livery messengers’ . . ‘ 
it rivate Gare Post-office trucks 
} 
Stated rate per hour 90 cents per hour (sec, 22 (d), | 60 cents per hour (approximate average of post- 
| Publie Law 134) auton otis e | office fleet). 
| equipment maintenance | 
Time for which rate ap- | Only when car is actually in From time checked out of post-office garage at 
plic | use on delivery (from begin- beginning of tour of duty until checked back 
ning to end of each trip into garage at end of tour, including all idle 
time. (Varies from 8 to 10 hours according 
to elapsed time required to complete tour of 
duty 
Vehicle expenditure per Average $5.40 (6 hours at 90 | Tour of duty: 8 hours, $4.80; 9 hours, $5.40; 
tour of duty cents per hour 944 hours, $5.70; 10 hours, $6. 
Mileage rate 7 cents per mile for miles | Unable to obtain overall average. Have reports 
driven itt special-delivery from several offices which vary from 11 to 14 
mail service (sec, 22 (d) of cents per mile, 


Public Law 134 


' Should average automotive equipment maintenance payments of $5.40 per tour be spread over the 
elapsed tour of dut is with post-office trucks) the comparable hourly rates for the use of messengers’ cars 
would be: 8 hours, 67.5 cents; 9 hours, 60 cents; 94% hours, 56.8 cents; 10 hours, 54 cents. 





MOTOR VEHICLE EXPENSE INVOLVED TO DELIVER ALL SPECIAL DELIVERY MAIL BY 
USE OF POST OFFICE TRUCKS 


(Some of the items below might well be termed “hidden expense” since they 
are additional to the Department’s stated cost per hour, or average expense per 
mile, if revealed 

Additional special deliverv messenger man-hours of employment necessitated 
by the use of trucks in lieu of the messengers privately owned cars. 

' Additional trucks require additional garage facilities for both parking and main- 
tenance. 

Additional] trucks require additional motor-vehicle personnel for servicing. 

fJoth the number and salary of supervisors in the motor-vehicle service is 
determined by the number of motor vehicle employees. 

Approximately 2,000 additional trucks would be required to truck delivery of 
all special-delivery mail 

Reports of the Postmaster General from the basis of the information given 
below, showing the extent of expansio 1. of the motor vehicle service: 


| | 


Fiscal years ended— | 
6-year Percentage 
| inerease | of increase 

June 30, 19‘6 | June 30, 1952 | | 





Government-owned trucks in use 9, 448 16, 663 | 7, 215 | 76 
Cities 1, 561 1, 785 224 
Motor-vehicle employees | 
Regular 4, 064 4, 815 751 | 18 
Substitute 1, 425 2. 48! 1, 059 74 
Total 5, 489 1, 810 33 
Truck hours 26, 381, 708 , 355 | 18, 209, 617 ad 
Truck miles 98, 315, 224 166, 920, 699 6, 605, 475 


EXPERIENCED ADDITIONAL COST OF USE OF POST OFFICE TRUCKS, SIOUX CITY, IOWA, 
JANUARY 1950 


“On the basis of the comparative statement below we, the special-delivery 
messengers of Sioux City, lowa, wish to formally protest the use of 1%-ton heavy- 
duty, dual-wheel truc ks to deliver special-delivery mail. In analyzing this state- 
ment you will readily note that the average cost per special delivered on January 
15 and 22 was 8.6 cents over and above that of January 1 and 8. In other words, 
it cost the Department $41.19 additional when the trucks were used on those 3 
Sundays. 
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“In the interest of better service to the public and economy of operation to 
the Department, we respectfully ask that you reconsider the order of January 
12, 1950, signed by Mr. H. O. Weander, superintendent of mails, authorizing 
the use of trucks. 

“If there are any questions, or a misunderstanding as to the compiling of 
these figures, we would be only too glad to answer them, for we are most anxious 
to eliminate from the minds of everyone concerned the advisability of using this 
type of equipment.” 


Comparative statement of use of private cars versus post-office trucks, Sioux City, 
Iowa (covering Sundays indicated) 


! 
Used Government 
trucks Jan. 15 and 
22, 1950 


Used messengers, cars 
Jan. 1 and 8, 1950 


lotal specials delivered 553 479 

Office time used 8 hours 34 minutes 11 hours 36 minutes.! 
Car or route time used 40 hours 18 minutes 48 hours 2 minutes 
r otal time used 48 hours 52 minutes 59 hours 38 minutes 
Average time used per special 5.3 minutes 5 minutes. 

Hours of delivery 7a.m,toll p.m a.m. toll p.m 
Weather conditions Sleet and fair Cold and fair 
Personal time paid $69.04 $85 

Car and truck expense $36.27 2 $48.51.8 

Total cost for 2 Sundays $106.21 $134.04 

Average cost per special delivered $0,194 $0.280 


; time to pick up truck at garage and to return them to garage 
sengers’ cars at auto notive equipment rate of 90 cents per hour 
nount based on cost of $0.105 per mile which was the cost of trucks for the quarter ending Dec 
{ vax City, Lowa, offi here was a total of 462 miles driven the 2 Sundays the truck 
For the 3 moaths ending Dec. 31, 1949, the post-office trucks were driven 37,377 miles at a cost 
$s or $0.105 per mile 
st by use of trucks 8.6 cents per “special,” a total of $41.19 
I understand the trucks mentioned in this report are still being used fo ht delivery, and 


both day and nights on Sundays and holidays in the Sio City offic (The pos ister h dvertised 


for bids but none were received for less than 90 cents per hour rherefore, messengers’ privately owned 


cars are used at other times. Copy of the above report was submitted to Department officials, but they 
refused to permit withdrawal of these trucks from special delivery use 

(A similar report covering night work only paring the use of messengers’ cars from Jan. 1 to 14, with 
the use of trucks from Feb. 1 to 14, shows an excess cost of 6.3 cents per “‘special’’ delivered occasioned by 
use of the trucks, a total of $30.57.) 


LATEST AVAILABLE REPORT DEVELOPED BY THE MOTOR VEHICLE SERVICE TO SHOW 
A SAVINGS BY THE USE OF POST OFFICE TRUCKS 

“Records indicate that the privately owned vehicles of special-delivery messen- 
gers and other eligible postal employees were used 2,568,873 hours in the special- 
delivery service during the fiscal year 1952, at an aggregate cost of $2,311,986. 
The hours mentioned were, of course, those used for the entire country. <A sub- 
stantial savings, namely $873,417, could have been effected by the us of Govern- 
ment-owned vehicles for such service since the cost of opt rating %-ton Govern- 
ment-owned trucks during that same year was $0.56 per hour.” 

There are several fallacies in the arguments advanced above, 

1. The inference of this statement is that all trucks assigned to the special- 
delivery service are \4-ton trucks. Reports from the field indicate that half-ton 
trucks make up only about half of the number used in cities where trucks are used 
fulltime. The hourly cost of operating larger trucks is obviously greater than the 
half ton 

2. These trucks are charged to special delivery from the time they are checked 


out until they are returned to the post-office garage, even though they may be 
and usually are) idle for several hours during a f 


ili duty, while automo- 
tive equipment maintenance payments of 90 cents per hour apply onl 
messenger’s car is actually used in delivery. 

3. Additional man-hours of special-delivery ‘ngers employment necessi- 
tated by the use of trucks is entirely disregarded 

Why not an investigation and comparison based on cost per mile of operation? 

Figures on average operating cost per mile of trucks are available, or can be 
computed by the Department. Cost per mil an important factor when .a 
truck is used in the special-delivery service, due to the necessity of driving at 
maximum allowable speed to make deliveries within the time limits, and the fact 
that the daily average of miles driven is so much greater than in most other 
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DEPARTMENTAL EVIDENCE OF THE EXCESS COST OF USING POST-OFFICE TRUCKS 
AND CONTRACT VEHICLES IN PLACE OF THE SPECIAL-DELIVERY MESSENGERS’ 
PRIVATELY OWNED CARS AT RATE PROVIDED BY LAW 


Your attention is respectfully called to the next page for a comparison of the 
Post Office Department cost-ascertainment reports on special-delivery service for 
the past 3 years. The figures there given support the evidence presented on 
preceding pages that: 

1. As the use of special-delivery messengers’ cars (at rate provided by law) is 
cut down and replaced by the use of post-office trucks or contract vehicles, the 
special-delivery vehicle expense is increased. 

2. Increasingly additional man-hours of employment are required with the use 
of trucks for the delivery of specials. 





g ) dela > - ; 4 : « 
opecrat detwery ser Cé e-year comparative report on transaclions-revenue-ex pe nNLSE 


Fiscal year ended 
Tabk 
No 


June 30, 1950 | June 30, 1951! June 30, 1952 


100 A pportioned expense 463, 875 $34, 065, 773 $40, 511, 465 


























100 | Apportioned revenus 6,422 | $24, 576,021 $27, 848, 334 
Excess expenses over revenue $9, 787, $9, 489, 752 $12, 663, 131 
41 lransactions 115, 043, 77 124, 594, 148 122, 633, 995 
41 | Percentage of volume 1.37 1. 407 1. 429 
Cents Cents Cents 
101 Expense per unit 28. 21872 27. 34139 | 33. 03445 
101 | Revenue per unit 19. 71112 19. 72486 22. 70849 
| Excess expense over revenue per unit 8. 50760 7. 61653 10. 32596 
APPORTIONED EXPENSES 
Fiscal year ended 
Tabk Arnpropriation title a iia 
No, 
June 30, 1950 | June 30, 1951 | June 30, 1952 
50 | Compensation to postmasters $573, 442 $524, 704 $623, 644 
50 | Compensation to assistant postmasters 164, 264 170, 240 203, 608 
50 | Salaries 
1) Clerks, Ist and 2d-class offices 5, 739, 217 5, 846, 314 6, 931, 260 
et) Clerks, 3d-class post offices 100, 351 101, 818 111, ORO 
50 Clerks, 4th-class post offices 27 
Ft) City delivery carriers 3.001, 685 3,711, 034 4, 702, 686 
50 Special delivery messengers (and fees 14, 667, 126 14, 902, 265 
50 | Vehicle service 6, 609, 452 7, 184, £ 
50 | Carfare 13, 366 10, 003 
50 | Salaries: Custodial service 396, O73 354. 839 
i) | Communication services 0 0 
50 | Rents 0 0 
50 | Rental allowance—4th-class post offices 0 0 
50 | Fuel and utility service 154, 267 162, 499 
50 | Building supplies, equipment and maintenance 58, 415 55, 400 
5O Stamps and mp paper 41, 532 36, 774 
50 | General post upply overhead 0 0 
a) Separating mails 414 0 
50 | Unusual conditions 69 56 
50 | Miscellaneous items 143, 927 29, 488 
90 | Claims and miscellaneous 54, 580 
90 | General overhead, prorated 442,474 521, 548 312, O82 
Total apportioned expense 32, 463, 875 34, 065, 773 40, 511, 465 


Vehicle service analysi 


‘iscal year ended 


June 30, 1950 | June 30, 1951 | June 30, 1952 


Government owned $1, 494, 38 $2, 831, 838 | $3, 187, 530 
Allowances (contract 419, 505 1, 882, 651 | 1, 962, 885 
Automotive equipment naintenance Pp yments to 


special delivery messengers 4. 605, 409 2 470.040 2 26 


Total ne 6, 609, 452 7, 184, 529 7,417, 7 





Source: Post Office Department est ascertainment reports, 
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RECOMMENDATIONS 


The special delivery messengers do not expect the committee to accept our 
reports as being prima facie evidence of the facts involved in the matters covered. 
However our firsthand knowledge of these things so adversely affecting our 
service gives the hope that a most thorough investigation will be made by your 
committee staff. We are confident that if this is done we will have your help in 
bringing about an improved special-delivery service at great savings through the 
recommendations which follow. 

We can see no good reason for what obviously appears to be a subsidization 
of the motor vehicle service at the expense of special delivery. Therefore we 
respectfully recommend the adoption of a policy providing for the full-time use 
of the personally owned cars of special delivery messengers, insofar as is possible, 
for the delivery of special-delivery mail matter at the rate of 90 cents per hour 
under section 22 (d), Public Law No. 134 as amended, without any special-delivery 
messenger being obligated to have his vehicle available for on-the-job use unless 
it is to be used whenever he is assigned to duty. 

It is also our recommendation that appropriations having to do with vehicles 
used by personnel in the Bureau of Operations should be transferred to that 
Bureau from the Bureau of Facilities. This would permit proper correlation 
of the use of vehicles with the needs of the particular service involved. In this 
manner those officials responsible for the appropriations would not have conflicting 
interests, and their decisions would be directed to the best interests of the entire 
service, 


Senator McCarruy. The record will show at this point a letter 
dated April 15, 1953, from the Secretary of the Treasury: 
(The letter referred to follows.) 
APRIL 15, 1953 
Hon. JoserpH R. McCarruy, 
Chairman, Treasury-Post Office Subcommittee 
Senate Appropriations Committee, 
United States Senate, Washinaton, D. C. 


Dear Senator McCarruy: As your subcommittee begins its final considera- 
tion of our proposal of a budget for fiscal 1954 of $266 million for the Bureau of 
Internal Revenue, I want to be sure that we have made entirely clear the principle 
followed in reducing the amount requested in the Truman budget by $6,500,000 
As the Under Secretary and the Commissioner have explained before your sub- 
committee, this reduction was made in three activities which are not expected to 
affect materially the amount of taxes collected. The item in the Bureau’s budget 
where it can be strongly argued that increased expenditures will produce even 
greater increases in the amount of tax collections, is the item of ‘Investigation 
and audit of tax returns,’’ and here our request is for the same amount provided 
in the Truman budget. We have not at this time requested an increase in this 
figure, for Commissioner Andrews has not yet concluded studies in which he is 
now engaged to determine whether this is the right amount, or whether the figure 
should be increased. When such studies have established a reasonable estimate 
the amount by which increased enforcement activities would pay adequate divi- 
dends in increased tax collections, we shall not hesitate to ask the Congress for a 
supplemental appropriation, if this is the indicated conclusion. 

A somewhat similar comment should be made with respect to the appropratiion 
of $40,500,000 requested for the Customs Bureau. Here also we are reviewing 
various aspects of the work, as for example, to determine whether the examination 
of a higher percentage of mail matter than at present would increase the revenues 
by more than the increased cost of such additional examination; to determine 
whether the estimated customs workload can be properly handled by the projected 
force; to appraise the savings which would be realized from the projected Customs 
Simplification Act; and to decide whether an adequate job is being done in other 
respects, including the surveillance of Communist propaganda material entering 
the country. If it appears necessary as a result of these studies, we shall request 
a supplemental appropriation. 

I wish to add a final comment relating to the Coast Guard As was brought out 
in my testimony and that of Assistant Secretary Rose before the Senate subcom- 
mittee, certain of the reductions from the Truman budget resulted from the fact 
that we in the Treasury have adopted the principle that activities engaged in by 
the Coast Guard solely for the benefit of the Defense Department should be 
neluded in the budget of that Department to the extent it desires them to be 
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carried on. Furthermore, the state of military readiness permitted by the Coast 
Guard appropriation which we are requesting will have to be agreed upon with the 
Navy. We do not presently anticipate any difficulty in these respects; but, if 
decisions were reached contrary to the principles and assumptions upon which 
this portion of the Coast Guard budget was prepared, they might create a situation 
which would require a resubmission to you. 
With personal regards, I am, 
Sincerely yours 





G. M. Humpurey, 
Secretary of the Treasury. 


Senator McCarruy. The record will show at this point a memoran- 
dum furnished by the Bureau of Internal Revenue concerning taxation 


of corporations and individuals on income derived from sources within 
Puerto Rico: 
(The memo referred to follows:) 


PART I. CORPORATIONS 


4 domestic corporation is a corporation organized or created in the United 
States or under the laws of the United States, any State, Territory, or the District 
of Columbia; and a foreign corporation is any corporation other than a domestic 
corporation (sec, 3707, Internal Revenue Code 

In general, a domestic corporation is taxed by the United States upon its 
income from all sources while a foreign corporation is taxed only upon its income 
from sources within the United States 

A domestic corporation operating a branch in South America is taxable upon 
its income from sources within South America 
} { 

{ 


subject to the exception described 
velow in the case of a Western Hemisphere trade corporation, in the same manner 
as upon income derived from sources within the United States. However, the 
Internal Re-enue Code provides for the allowance of a credit against the Federal 
income tax for taxes paid to the South American countries (see. 311, Internal 
Revenue Code 

4 domestic corporation is not taxed on the income received bv its subsidiary 
corporation incorporated in South America: and the South American subsidiary 


NAVS NO rede ral ines me Tax excent upon its inco ne, lf ar Ts derived from sources 


within the United States The parent corporation is taxed, however, upon 
dividends received from such foreign subsidiary, and if the parent owns 19 percent 
or more of the voting stock of the subsidiary a credit is allowed, as described 
below, against its Tederal income tax for a portion of the income taxes paid to 
Sauth American countries by the subsidiary (sec. 131 (f), Internal Revenue Code 


The Internal Revénue Code taxes domestic corporations on their income 
derived from sources within Puerto Rico, unless they qualify for special statutory 
treatment under section 251 or 109 of the Internal Revenue Code. A corporation 
taxed on its income derived from sources within Puerto Rico is, however, allowed 
a credit against its Federal income tax for taxes paid to the Puerto Rican 


Or f the chief inducements attracting domestic corporations to Puerto Rico 
is the Puerto Rican Industrial Tax Exemption Act, approved May 13, 1948. 


which extends to certain elicible industri a complete exemption from Puerto 


Rican taxes until June 30, 1959, and thereafter a partial exemption of 75, 50, 
and 25 percent, respectively, for the 3 succeeding years. 

A corporation may obtain the advantages of the Puerto Rican exemption by 
establishing a domestic corporation in Puerto Rico or by organizing a Puerto 
Rican corporation The profits of such corporations from sources within Puerto 
Rico are exempted from Puerto Rican taxes ana, if the domestic corporation qu ali- 
fies under the provisions of section 251 it wili not be subject to Federal income and 
ey ax rofi ta g ; 

The authority of the Puerto Rican government to establish its own tax system 
was provided by the Revenue Act of 1917 (sec. 5, Publie Law 50, 65th Cong., 
approved Oct. 3, 1917 The revenue acts of 1913 and 1916 applied to Puerto 
Rico, as well as the State However. the taxes collected within Puerto Rico 
accrued to the Puer Riean government. The taxing provisions of the Revenue 
Act of 1917 did not extend to Puerto Rico but the act provided that the legislature 
thereof might alter, amend, modify, or repeal the income-tax laws applicable to 


this possession I} m™ * thus afforded resulted in the establishment by 
Puerto Rico of its own independent tax system. 


col 
is | 
50 
po 
the 
or 
wi 





TREASURY AND POST OFFICE APPROPRIATIONS, 1954 357 


Under the provisions of section 251 of the code, income derived from the 
conduct of a trade or business in a United States possession such as Puerto Rico 
is excluded from the taxable gross income of a domestic corporation, provided 
50 percent or more of such gross income for the 3-year period (or the applicable 
portion of such period) ending with the close of the taxable year was derived from 
the active conduct of a trade or business within such possession, and 80 percent 
or more of the gross income of the domestic corporation is derived from sources 
within a possession of the United States. A corporation claiming the benefits 
of this section may not claim a foreign tax credit under the provisions of section 
131 of the code. 

This provision came into the internal revenue law as section 262 of the Revenue 
Act of 1921. As originally drafted, the provision was worldwide in scope and the 
stated purpose was to place American business in a better competitive position 
as compared with foreign business operating in foreign localities. As enacted, 
however, the scope of the provision was restricted to American business operating 
in the possessions of the United States (H. Rept. 350, 67th Cong., Ist sess 

Section 109 of the Internal Revenue Code, as added by section 141 of the 
Revenue Act of 1942, is designed to provide special rules for the taxation of cer- 
tain domestic corporations doing a large part of their business within the Western 
Hemisphere. The report of the Committee on Finance of the Senate (Rept. No 
1631 on H. R. 7378, 77th Cong.) explained the reasons for these provisions as 
follows: 

“American corporations trading in foreign countries within the Western 
Hemisphere are placed at a considerable competitive disadvantage with foreign 
corporations under the tax rates provided by the bill. To alleviate this com- 
petitive inequality, the committee bill relieves such corporations from surtax 
liability. To obtain this relief 95 percent of the gross income of such companies 
must be from sources outside the United States. Moreover, 90 percent of their 
income must be from the active conduct of a trade or business’”’ (p. 32). 

A domestic corporation which qualifies for the Western Hemisphere treatment 
is allowed a special credit in the computation of its normal tax and surtax. At 
the present time this credit is 27 percent of its normal tax net income. Western 
Hemisphere corporations are exempted from the excess profits tax (sec. 454 (f), 
Internal Revenue Code). 

In general, the qualifications for this status require that the corporation do all 
of its business in the Western Hemisphere, that at least 95 percent of its gross 
income for a test period of 3 years be derived from sources other than the United 
States, and that at least 90 percent of its gross income for the test period be 
derived from the active conduct of a trade or business 

In the Revenue Act of 1918 Congress provided for the allowance of a credit 
against the United States tax for income, war profits or excess-profits taxes paid 
to a foreign country or a possession of the United States. These provisions, with 
amendments, are continued today as section 131, Internal Revenue Code. In 
general, the effect of these provisions is to allow, subject to a number of limitations, 
a credit against Federal tax for certain taxes paid or accrued to a foreign country 
or possession of the United States 

In applying the above provisions of the Internal Revenue Code it is necessary 
to classify income according to the source from which such income is derived. 
For this purpose, the code divides the income of taxpayers into three classes, (a) 
income which is derived in full from sources within the United States, (b) income 
which is derived in full from sources without the United States, and (c) income 
which is derived partly from sources within and partly from sources without the 
United States. For example, if personal property is produced, in whole or in 
part, within the United States and sold outside the United States, or vice versa, 
the gain is treated as earned partly within and partly without the United States 
(sec. 119, Internal Revenue Code). 

In general, a foreign personal holding company is any foreign corporation if at 
least 60 percent of its gross income is of the character defined as nonoperating 
income such as interest, dividends, gains on the sale of securities, etc., and if at 
any time during the taxable year more than 50 percent in value of its outstanding 
stock is owned, directly or indirectly, by or for not more than 5 individuals who 
are citizens or residents of the United States. Foreign personal holding companies 
are not taxed as corporations except on income from sources within the United 
States. However, all shareholders within the jurisdiction of the United States 
are required to include in income their distributive share of the corporation's 
undistributed income as well as dividends received from such corporation. The 
net income for such purpose is determined in accordance with the rules applicable 
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to domestic corporations generally, except that there is included income from all 
sources Undistributed income is represented, in general, by the net income 
minus deductions for Federal income and excess-profits taxes paid or accrued 
during the taxable year and dividends paid during the taxable year. 

Under certain conditions a foreign corporation which is not a foreign personal 
holding company, as defined in section 331, may be subject to tax under the rules 
applicable to domestic personal holding companies with respect to its income 
derived from within the United States. 


PART If. TAXATION OF INDIVIDUALS ON INCOME DERIVED FROM SOURCES WITHIN 
PUERTO RICO 


An individual who is a bona fide resident of Puerto Rico during the entire 

taxable vear is exempt from Federal income tax on income derived from Puerto 
{ico (unless received for services performed as an employee of the United States 
or any of its agencies). He is also exempt from tax on such income attributable 
to the period of his residence in Puerto Rico prior to the date on which he changes 
his residence from Puerto Rico if he had been a bona fide resident of Puerto Rico 
for at least 2 years prior to that date (sec. 116, Internal Revenue Code). 

\ United States citizen residing in the United States or an alien residing therein 
is subject to Feders! income tax on his income from all sources, including Puerto 
Rico, except such items thereof as may be exempted by statute. 

\ citizen of the United States, an alien resident of the United States, or an 
alien resident of Puerto Rico for the entire taxable year is eligible for a credit, 

ainst his Federal income tax for his income tax paid or accrued to Puerto Rico 

Internal Revenue Code 
‘ treatment of Puerto Rican residents prior to enactment of the Revenue 
is described in section LV (ec) of the House Report 2319), 81st Congress, 


The report points out a distinction, recognized for tax purposes, between indi- 
viduals who were United States citizens by birth or naturalization and individuals 
who derived their citizenship only from the organic aets establishing the govern- 
ment of Puerto Rico 

Individuals who were citizens of the United States bv birth or naturalization 
were, provided they met the requirements of section 251, taxed only on income 
from sources within the United States. If they did not meet these requirements, 
they were taxed on income from any source but were entitled to a credit under sec- 
tion 131 for taxes paid to Puerto Rico. 

Individuals who were citizens of the United States only by reason of the organic 
law were taxed by the United States only upon income from sources within the 
United States in the same manner as though they were nonresident aliens. 

For the purpose of its own individual income tax, Puerto Rico does not dis- 
tinguish between tl 
upon organic law and those who were born or naturalized in the United States. It 
taxes their income from all sources, inculding the United States, and allows a tax 
credit for tax paid to the United States or to a foreign country. 

Under existing law all United States citizens who are bona fide residents of 
Puerto Rico during the entire taxable year receive the same tax treatment. They 
are not taxed by the United States with respect to any income derived from sources 
within Puerto Rico. ‘They are taxed, however, upon their income from other 


sources 


iose of its residents whose United States citizenship depends 


Senator McCarrny. The record will show at this point a letter 
and statement submitted by Mr. Frank E. Russell, president of the 
National Star Route Carriers Association. 

(The letter and statement referred to follow:) 


NATIONAL STAR Route Marit CaArRkierRs ASSOCIATION, 
Washington S$, D. oe May 14, 1958. 
Hon. Joserpu R. McCarrny, 
Chairman, Senate Committee on Post Office Appropriations, 
Washington, D. C. 


Dear Senator McCarruy: With reference to a statement issued by the Post 
Office Department on April 23, 1953 in defense of their action in advertisin: 
star routes in section No. 1 (13 Eastern and New England States) in lieu of 
renewal of those contracts, we want to call your attention to the following: 

In the statement the Department issued to Members of Congress they were 
informed that 
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(1) About 8 percent of 3,000 contracts were to be advertised ‘‘to see if they 
are costing the taxpayer too much money.” 

It appears that considerably more than 8 percent are being advertised. Some 
of those advertised carry a rate we believe to be below the cost of operation. 
Public Law 669 carries provision for pay adjustment up or down to a fair and 
reasonable rate. That method has not been followed. We submit that taking 
bids for this service does not establish a fair price, either high or low, and there 
is attached a case of recent bidding which illustrates this system fully, even to 
a second advertising in a 4-month period. 

(2) The Department stated the overall cost of star route service as $22,804,908 
in 1948 and as $44,221,000 this fiscal year, an increase of 81 percent in the last 
5 years, and that cases were not uncommon where the cost had risen 400 to 700 
percent. 

The Department neglected to state that in the period mentioned the star 
route service has absorbed much more than the amount mentioned ($22 million 
increase) in discontinued train service, plus a heavy expansion of truck service 
and a heavy increase in normal mail volume, which would more than offset the 
increase Likewise, the service on a great many routes has increased much more 
than the 400 to 700 percent apparently pointed out to cover up the action taken. 

Investigation will prove that the rate of pay for star route service is generally 
considerably less than the rate paid for any comparable service and that a large 
number of the contractors are still underpaid by any fair schedule of pay for the 
service performed. There is attached another statement covering the present 
situation, and copies of other pertinent matter relating to the Department action. 

Sincerel; 
FRANK E. Russe.u, President. 
STATEMENT 


Public Law 669 was enacted by Congress in 1948 specifically to eliminate the 
100-year old bidding system under which the service had almost disintegrated. 

The average rate per mile, which included equipment and its operation and 
living, had declined from 13.85 cents to 5.82 cents, and between 1940 and 1948 
more than one-half of the contracts in the United States had been given up because 
the contractor was unable to carry on at the price bid. 

Congress, in enacting Public Law 669, made specific statements as to the purpose 
of the law and the intention of the Congress. In 5 years the law has proven to 
be good legislation for the Department, for the public, for the taxpayers and for 
the contractors. 

Under the security of the continuity provided in Public Law 669 the contractors 
have invested several million dollars in new equipment necessary for good mail 
service. This investment, which in most cases involves the family home and life 
savings of the contractor, is simply put on the auction block to the lowest bidder 
by the action the Post Office Department has taken in disregarding the intention 
of Congress. The provisions of Public Law 669 cover every possible contingency 
that can arise. We have called the attention of Congress to the fact that the 
Department is on record as late as February 24, 1953 as stating there was no 
doubt as to the intention of Congress. 

The history of star route bidding is the history of broken homes and people, 
and poor mail service. The action of the Postmaster General in again going into 
bidding for the star route service is simply a return to the broken down service 
which Congress corrected with Public Law 669. This is all a matter within the 
record. The foregoing is the application nationwide, 

Further, as a matter of moral right and justice, the Department has acted most 
unfairly with the contractors of section No. 1. The Department established a 
policy of three steps in the renewal of contracts which has been in effect since 
1948. The Department first sends out a blank form during November asking 
the contractor to state “yes” or “‘no”’ his desire to renew the contract for another 
term. The second step is a form of renewal contract to be executed by the con- 
tractor, and by a postmaster, and filed with the Department with a bond. This 
is binding upon the contractor. The third step is the contract proper, made up 
after the oath and bond has been filed. The majority of these renewal contracts 
and bonds were filed with the Department weeks ago and on the strength of which 
many contractors proceeded to buy new equipment for the coming term to begin 
July 1, 1953. 

Thus the Department is in fact “pulling the rug from under these contractors”’ 
after they are legally bound by bond and have involved themselves in obligations 
to carry out the contract. 


31952—538———24 





360 TREASURY AND POST OFFICE APPROPRIATIONS, 1954 


THE BIDDING SYSTEM ILLUSTRATED 


What happens under the bidding system is clearly illustrated by the list of 
bids below, covering a star route recently advertised, on which bids closed on 
November 24, 1952. The Department received 32 bids, the highest approxi- 
mately $20,000; the lowest $6,583.14, which was awarded to the low bidder. 


This contractor lasted approximately 3 months, when the route had to be 
readvertised, and 16 bids were received ranging from more than $15,000 to a low 
of $8,640, which low bid was accepted An experienced Ok.ahoma contractor, a 
brother-in-law of the cond low bidder, has since told me personally that he 


begged the present low bidder not to submit this $8,600 bid as it was impossible 
to operate successfully on such a price. This would indicate the third advertising 
will be necessary in a short time. 


It is illuminating to note that the first low bidder who failed on $6,583 after 
3 months of experience was the high bidder at $15,437 in the second bidding 

Mr. Allen, Assistant Postmaster General, stated to me personally that com- 
petitive bidding is the only way he has by law of determining the proper price. 


In our opinion that is the poorest way possible and does not produce a fair price 
that can be accepted. 

November 24, 1952 sids received under advertisement of November 3, 1952 
for service between Siloam Springs Railroad Station and Berryville, Ark.: 


Northwest Arkansas Trans- |C. E. Deffenbaugh $12, 000. 00 
portation Lines, Ine $19, 974. 00} W. C, Clack 12, 000. 00 
W. A. Bartley and C. V. | Tra Hammond 11, 998. 50 
McLaughlin 18, 377. 75| J. E. Farley 11, 972. 00 
Campbell  Sixty-Six hex J. F. Howard 11, 752. 96 
press, Ine 17, 607. 50) C. H. Yeatts 11, 000. 00 
Taz D. Cole 16, 863. 95| M. F. Mays 10, 950. 00 
W. B. Kennan, Jr 15, 549. 00| R. C. Hutton 10, 689. 00 
R. G. Bradley 14, 950. 00} L. L. Shipley 10, 565. 00 
Curtis MeClendon, A. F. | V. B. Roberts 10, 544. 85 
Burbridge, J KK Moses | Denver MeCool 9, 896. 40 
and C. Rk. Dickinson 14, 702. 00! R. H. Karnes 9, 250. 00 
R. Q. Steffey 14, 466. 00) E. E. Nail 8, 900. 00 
F. W. MeClung 13, 939. 00); Film Transit, Ine 8, 798. 12 
S. J. Smith 13, 862. 70) F. C. Dixon 8, 640. 00 
H. L. Andrews 13, 590. 00| Pat Salmon 7, 900. 00 
J. 1 Ellis 12, 775. 00 | Gerald Gillette 6, 890. 00 
Jack Clark 12, 495. 00! Geo. Kenyon 6, 583. 14 
April 7, 1953.—-Pids received under advisement of March 6, 1953 for service 
between Siloa Sprir railroad station and Berryville, Ark. 
George Kenyon $15, 437. 31 | John G. Campbell $10, 869. 00 
William M. Bryant 14, 746. 00 | John Holloway 10, 120. 00 
A. L. Lyons 12, 450. 00 | Daryll W. Ames 9, 999. 00 
Irs L. Hammond 11, 796. 72} Arthur H. Friesen 9, 825. 00 
James F. Howard 11, 753. 00 | Harry Buttram i 9, 582. 00 
Jack Clark 11, 680. 00 | Clifford G. Cos 9, 556. 42 
Marion F. Mays 10, 980. 00 | Pat Salmon 8, 745. 00 
Rolland Ensley and Berlin Floyd C. Dixon ‘ 8, 640. 00 
Bilbrey 10, 950. 00! 


Senator McCarruy. The record will show at this point a memo- 
randum and statement furnished by the Treasury Department con- 
cerning liabilities, long range commitments and contingencies of the 
United States Government as of December 31, 1952. 

(The statement referred to follows:) 


(See p. 223) 


LIABILITIES AND LONG-RANGE COMMITMENTS AND CONTINGENCIES OF THE UNITED 
STATES GOVERNMENT, AS OF DECEMBER 31, 1952 


The attached statement and schedules cover all major financial commitments 
of the United States Government except those involving recurring costs for which 
appropriated by the Congress and are not yet obligated, such 
as aid to States for welfare programs and participation in employee-retirement 


funds are regularly) 
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systems. It includes direct public debt, obligations guaranteed by the United 
States, including guaranteed and insured loans and mortgages, and other pledges 
of the full faith and credit of the United States 
The extent to which the Government will be called upon to meet these commit- 
ments varies widely. The outstanding public debt and other items shown in 
section A of the statement are direct Government liabilities, as are some obliga- 
tions incurred against appropriations and contract authorizations shown in sec- 
tion B “Unliquidated obligations,’’ but for all other commitments in this state- 
ment the Government’s liability is only contingent Whether the Government 
will be called upon to meet these contingencies, and the amount of eventual dis- 
bursements, is dependent upon a variety of factors, including the value of the 
assets pledged, the trend of prices and employment, and a variety of other eco- 
nomic circumstances. The nature of these differences can readily be illustrated 
by the following analysis of the major items 
Deposits in the United States postal savings system on October 31, 1952, latest 
available, amounted to $2,561,678,591 sehind these deposits, however, were 
cash in depository banks amounting to $33,134,429, Government securities 
having a face value of $2,554,923,680 (already reflected under direct public debt 
and cash in possession of the system and other net assets of $86,621,472 
Deposits of the Canal Zone postal savings system on December 31, 1952, 
amounted to $6,961,870. These deposits are offset by cash on hand and in de- 
pository banks amounting to $88,639, Government securities with a face value of 
$7,100,000 (included in the publie debt), and other net assets The faith of the 
United States is pledged to the payment of the deposits made in the postal savings 
ystems and the accrued interest thereon 
Federal Reserve notes, according to section 16 of the Federal Reserve Act, 
amended, are an obligation of the United States On December 31, 1952 
face amount of these note was $25,449,695,527 The collateral 
Federal Reserve notes issued co . F $12,399,000,000 in gold 
and in credits with the Treasurer of » United States payable in 
1 certificates, $15,440,000,000 face amount ; nited States Government 
irities and $120,554,000 face amount of commercial paper Notes issued by 
deral Reserve bank are | 


as 
he 


{ 
Lilt 


first lien against the assets of 


a 
1¢@ Federal Housing Administration insures repaymet 


rage loans to finance construction and owner hip of ale 
d balances of such mortgage and loan generally COVE! 
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are paid into various insurance funds for administratis 
ve for the liquidation of losses Che assets in these f 
ment securities which, as of December 31, 1952, had a face val 
and are also reflected in the public debt total. Claims are settled by t 
of debentures rather than cash, permitting an orderly liquidati 
propertit As of December 31, 1952, these debentures, which are 
bv the United States, amounted to $52,202,536 These debenture 
under obligations guaranteed by the United States and are issued only 
for property acquired through foreclosur 
Under the Servicemen’s Readjustment Act of 1944, as amended, loan guarantic - 
up to 50 percent on each loan for the acquisition of farms and businesses and up 
to 60 percent for the acquisition of homes provided guaranti ot exceed 
$2,000 and $7,500, respectively, are made to veterans. Such loan guaranties 
totaled approximately $7,950,000,000 as of December 31, 1952 These loans for 
the acquisition of home, farm, and business property are secured by the underlying 
assets and are being liquidated through installment payments 
The face value of life insurance policies issued to veterans and in force 
December 31, 1952, approximated $49,397,109,178 This does not represe? 
Government’s potential liability under these programs. Some policies will 
permitted to lapse. On those which are continued in force, the premiums 
interest on invested reserves, amounting to $6,449,479,000, should cover 
normal mortality risk. The reserves are invested in Government securities, 
reflected in the public debt total The Government will continue, however, to 
bear the cost of deaths attributable to war service 
Similarly, the $96,414,000,000 (as of June 30, 1952, the latest available) in bank 
insured by Federal Deposit Insurance Corporation is not an index of the 
nt the Government can reasonably be expected to pay out , . of this 
snce During the p riod this corporation has been in existene premiums 
have substantially exceeded losses. This hi ermitted t 
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ens 


retirement of all Treasury and Federal Reserve capital, amounting to $289,299,557, 
and the accumulation of a $1,363,491,945 reserve, as of December 31, 1952. The 
corporation’s holdings of Government securities on December 31, 1952 amounted 
to $1,438,800,000, which already appears in the public debt total. Out of $176,- 
703,359,000 total deposits in insured banks as of June 30, 1952, $66,916,000,000 
are invested in Government securities (also reflected in the public debt total) ; 
much of the remainder is in cash and other liquid assets (including guaranteed 
loans). The assets, both of insured banks and the FDIC, as well as the continued 
income from premiums and other sources, stand between insured deposits and the 
Government’s obligation to redeem them; therefore, no significant disbursements 
appear to be in prospect 

Notwithstanding the unused subscription to capital stock in the International 
Bank for Reconstruction and Development of $2,540,000,000, it is very unlikely 
that the United States will be required to make any substantial additional pur- 
chases in view of the bank’s policy in obtaining necessary additional funds through 
private investment channels. The unused subscription serves primarily as a 
guaranty fund in the event of future losses 

The above discussion illustrates the need for extreme caution in using data on 
liabilities and other commitments of the Federal Government. A summation, 
including all the various types of liabilities and commitments, is susceptible to 
misinterpretation and misrepresentation. The various contingencies, when com- 
bined with the total outstanding public debt, do not yield a significant total of the 
amount of funds the Government might some day be expected to pay out on pres- 
ent commitments To say the least, a significant amount of double counting 
would be involved in this process. It is unlikely that more than a small fraction 
of some items, as in the case of insured deposits, will ever become a genuine Gov- 
ernment liability. , Moreover, gross figures would be misleading unless considered 
in the light of the value of the assets otherwise available to meet these liabilities 
before the Government’s responsibility would become operative and the income 
which will become available over the years 
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Summary statement of liabilities and long-range commitments and contingencies of 
the United States Government as of Dec. 31, 1952 


{In millions] 
A LIABILITIES 
Public debt 


(a) Public issues: 


(1) Payable within 1 year $80, 716 
(2) Payable from 1 to 5 years 60, 029 
(3) Payable after 5 vears 85, 398 
imount 
° Total public issues $226, 143 
(b) Special obligations issued to Government agencies or trust 
funds 39, 150 
(c) Non-interest-bearing obligations 
(1) Matured debt $304 
(2) International Monetary Fund series 1, 258 
(3) Other debt bearing no interest 536 
Total non-interest-bearing obligations 2, O98 
Total public debt 1 267, 391 
Interest due and payable, unpaid 274 
lrust funds (not invested in public debt obligations) 1, 294 
Deposit fund account balances 1, 358 
B. UNLIQUIDATED OBLIGATIONS 
Total as reported by Government agencies, exclusive of Post Office 
Department, against appropriations and contract authorizations: 
Department of the Army ae ; ; . 17, 666 
Department of the Air Force__- 24, 359 
Department of the Navy 15, 192 
Secretary of Defense 7, 247 
Other agencies 7,718 
Total unliquidated obligations 272, 182 
C. LONG-RANGE COMMITMENTS AND CONTINGENCIES 
Loans guaranteed or insured by Government agencies_- 25, 519 
Insurance programs of Government agencies , 163, 507 
Obligations issued on credit of the United States . 28, 018 
Obligations issued by Government agencies guaranteed by the United 
States ; 53 
Subsidies withheld: Cumulative operating-differential subsidies with- 
held, Maritime Administration Snails 37 
Other commitments ’ “ . 6, 598 


1 Includes $5,208.6 million accrued interest on United States savings bond Excludes unearned discount 
on United States savings bonds, series E, $19,476.8 million; series F, $707.8 million; and series J, $32 million; 
total, $20,216.6 million 

2 The amount of unliquidated obligations contained in this figure are a mixture of actual liabilities plus 
uncompleted contracts, purchase orders, ete., for materials or services as of Dec, 31, 1952. Some of the 
uncompleted contracts may not be completed for 1 or more years and as of Dee. 31, 1952, represent commit- 
ments for future deliveries of materials or services. The agencies have not been able to furnish the actual 
liability portion of the unliquidated obligations. The above figure includes unliquidated obligations of 
appropriated funds of Government corporations; does not include any of the liabilities or unliquidated 
obligations of Governmment corporations arising from the activities of their own or borrowed funds 

* Represents actual amount as of June 30, 1952, 


Senator McCarruy. That completes the hearings on the Post 
Office Department and the meeting is adjourned. 

(Thereupon at 4:25 p. m., Tuesday, May 12, 1953, the subcommittee 
recessed subject to call of the chair.) 
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